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No. 3s
DRTA INFORMATION REQUEST
.

tnign Eleccric Company
CASE WO. EO-9&-14

Regueoted Yrom: bave Wucher

Dace Requested: nef2a /98

Informstion Requeatad:

The company haes indicated "Year 2000" coete being charged to expense.

Pleoce explain the bacis for charging these coste
to expcnne (cice GRAP).

Regueoted BY: HIKE GRUNLR

Informarien Srovided:

The actached inforsacion provided f¢ the Mipgouri Public Service Commisnion 8taff in reeponse to the above data

information request is sccurate and complete, and contalrs no material misreprecentacions or omiscicno, baged upon preoent
facta of which the undezeigned has knowlndge, information or belief. Tbe undersigned agrees to iz==adiacely inform the
Niooouri Public Service Comwieelon Staff if, during the pondency of ‘Case No. BO-385-14 before the Commiseion, any matzeIe are
discovered which would materinlly affsct the sccuracy or cozpleteneps of the attached information.

If rheeo data are volumineus, pleasc (1) identify the relevant documents and their locacien (2) make arrangemente with
—egueator co have documencs available for inopection in the Union Electric Cowpany office, or othey locacion murually
agreeable. whoere ldentificacion of a document io reguented, briefly deecribe =he document (e.5. book, letrel,
memorandum, report} and atate the follewing informacion ae spplicable for the particular detument: nemc, ricls, pmber,

author, date of publication and publisher, addressee. date writign, znd ithe name and address of the porsonis] having
rossession of the document. AB used 5n thie data reguest the fterm "dotumentis)* includes publication of any format,

vorkpapers, letTern, wemoranda, Rotem, roports, anslycco, <Omputer analypen, TOeL results, otudics of data, recezdinge,
cranpcxiprtions and printed, cyped or written materialo of evary kind in your pouses@ion, custedy or control within youx

knowledge. The pronoun "you® or *your® refers To Union Clactric Company and ite soployeas, coftIactoIe, Bgepta or
atheys enployed by or acting in ite behalf.

Signed By:

Date Ragponee Recelved:

prapared By:
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- . EITF Abstracts -
Issue No, 86-14

Titte: Accounting for the Costs Associated with Modifying Computer Software for
the Year 2000

Date Discussed: July 18, 1996

References: FASB Suement No. 5. Accounting for Contingencies

FASB Staement No. 86, Accounting for the Cosis of Compurer Softwure
1o Be Sold, Leased. or Otherwise Marketed

FASB Concepts Suatemen: No. 2, Qualiiaiive Characieristics of
Accounting Information

FASB Concepts Satement No. 6. Elements of Financial Statements

APB Opinion No. 17, fmrangible Asseis

APB Opinion No. 20, Accounting Changes

ISSUE

Many compuier systems process transactions based on stoning two digits for the year of
a transaction (for example, 96" for 1996), rather than a full four digits. A significant
number of the computer systems based on two-digit vears are not programmed to con-
sider the start of a new century. unless they have been receatly madified. Systems that
process ycar 2000 vansactions with the year "00” may encounter siznificant processing
inaccuracies and even inoperability. Many companics will incur significant costs to
make the nceded software changes.

This Issue is limited to the upgrading of emwno intermal-use software for the year 2000
and docs not address purchases ol hardware or software that replace existing software
that 15 not year 2000 compliant. This Issue also does not address impairment or amorti-
rauon issucs relating 1o existing asseis.

The ssue is how 10 account Tor the extenal and internal costs specitically associaed
with inodifying internal-use computcr software for the year 2000,

EITF DISCUSSION
The Task Force reached a consensus that external and intemal costs specifically associ-

aed with modifying internal-use software for the year 2000 should be charged 10 ox-
pense as menrred.

R75 7-1897
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EITF 96-14 EITF Abstracts

STATUS

Al the July 23-24, 1997 meenng, the SEC Obscrver siated that the SEC siafl has been
asked 10 clarify a recent SEC Repart 1o Congress regarding the year 2000. This repon
notes that the Task Force has addressed the accounting for this issue and concluded thay
costs incumred 10 modify computer software 10 correct year 2000 problems should by
expensed as incurred. This report also refers 1o Statement 5 as guidance for loss contin.
gencics that might result from a failure of an entty's compuier sysicm in the year 2000,
It has been suggesied that this reference 10 Stalement § sugzests that the stafl woyld
permit or require accrual of expecied fuiure costs 10 modifly sofiware for year 2000
problems. That suggesuon is not correcL

The SEC Observer noted that expecied future cosis 10 modify software for year 2000
problems are not a current liability under Statement 5 and that the reference to Staze.
meni 5 in the Report 10 Congress shouid not be used 10 override the guidance provided
by the Task Force. The staff would object 10 the accrual of the costs of year 2000 modi-
fications before those costs are incurred.

No further EITF discussion is planncd.
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Agenda

Project Management
' Wit o Nuclear Safety

~ Terry Baxter

 Callaway Y2K Status
— Michael McCrady

« Ameren Y2K Status

— Winston Freund
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W
1 Ameren

Nuclear Safety

* Regulatory Agencies

— NRC - Letter from the Office of the Secretary

(SECY 97-213) states “safety-related initiation
and actuation systems are not subject to the
Year 2000 concern.”

— NEI/NERC/NUSMG, after 14 months of data
collection, have no issues that contradict the

SECY letter.

Y ——— .
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“ZAmeren

 NRC Y2K Audits have uncovered NO Y2K issues
associated with any component necessary for Safe

Nuclear Safety

Shutdown.

* September 1998 « November 1998
— Monticello, Minnesota ~ Wolf Creek, Kansas
— Seabrook, New Hampshire ~ Watts Bar, Tennessee
—~ Brunswick, North Carolina —~ Limerick, Pennsylvania

¢ (QOctober 1998

~ Hope Creek, New Jersey

~ Davis Besse, Ohio

P
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“Ameren

Nuclear Safety

* Comparisons with other facilities and industry
databases help assure no safety components were
missed.

— Wolf Creek (Sister Plant) — EPRI

— NEI — INPO
— NRC — NUSMG
— IEEE — NERC

PSS ——
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4 Ameren

Nuclear Safety

* NRC requires reports (as specified in Title 10
CFR Part 21) from nuclear power plants when
a facility, activity, or basic component fails to

- comply with the Atomic Energy Act of 1954, as
amended, or other NRC regulations. |

THERE HAVE BEEN NO REPORTS FILED
AS A RESULT OF Y2K!

Schedule 2-6
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W A m e r e ” Nuclear Safety

* Callaway Nuclear Power Plant
~ 1960s Design
~1970s Construction
— Primarily Analog

 Plant 1s old enough that it is an analog
designed Plant, but is new enough not to
have had many digital upgrades

Pige T e
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“Ameren

Nuclear Safety

e Callaway, like all other nuclear power plants, is
required to implement and maintain a tested
emergency plan (EP)

« Many of the hypothesized Y2K scenarios would
cause the same problems for which the EP was
developed and personnel trained to mitigate

* The EP is drilled and tested annually and is
evaluated by the NRC at least once every two years
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Nuclear Safety

* Westinghouse (nuclear supplier) 1s
performing an independent assessment of
selected safety systems and has found no
Y 2K 1ssues to-date.

* All Project data collected by EPRI, NEI,
NERC and Callaway continues to support

the NRC’s SECY-97-213 Letter indicating
there are NO Y 2K related safety issues.

PE)
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Nuclear Safety ;ﬁ

e Callaway’s Year 2000 Project
began Software Remediation in

1986

e Year 2000 Hardware Remediation
began in the Fall of 1996

TR 1)
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Nuclear Safety

* Nuclear power, as of November 30, 1998

— 43 internal QA audits completed

~ 22 cross utility audits completed

— 39 independent 3rd party audits completed
~ 10 audits in progress or scheduled near term
— 12 NRC audits conducted or scheduled

N 0¥Safety Issues have been found

PIge 1] e
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"\% Nuclear Safety
Ameren

* The Callaway Y2K Program has been

internally audited by the nuclear Quality
Assurance Department.

— No major weaknesses

— Program 1is in accordance with NE/NUSMG
97-07 Year 2000 document

— No safety issues

PIge 12 e
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“Ameren "t
Callaway Y2K Status

¢ ~30% AmerenUE Power (MO)

* No issues identified that could force a shutdown or
~ affect safety of the plant

o Callaway will be Y2K Ready (online and safe)

e NRC Report due 7/1/1999
— Where at and what 1s left to do

—~ We expect to be ready by report date

P 1]

-

Schedule 2-13 ..



-\S‘}Z‘ Callaway Status
“ Ameren
Callaway Y2K Status

* 73 % complete overall

* - 96 % complete with mission critical items™

* 100 % complete with mission critical by end of year

* NERC Definition: misoperation of the item could directly contribute toward a loss of a SOMW
or larger generating resource. (North American Electric Reliability Council)

Pt 1 e
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§ ’4‘ Ameren’s Approach
“/meren_ "

Year 2000
Organization Chart

Executive Steering
Committee

Program Management
Team

Function Area
Teams
30 Teams

PIEC 13 e

Schedule 2-15



g ’Z‘ Ameren’s Approach
“Ameren "

What does Year 2000 compliance mean?

o “Year 2000 compliant components are capable of correct
identification, manipulation, and calculation using dates
through the millennium transition into the 21st century.”

What does Year 2000 readiness mean?

e “Year 2000 ready components have been determined to be
suitable for continued use into the 21st century even though
the component is not fully Y2K compliant. “

P 16
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-\\-‘ ’4‘ Ameren’s Approach
“Amerep "™

Missouri Public Service Commission
Case No. O0-9943

-- Original Question -- --------- Original Response ---------
What is the date at We do not expect to be fully
which you expect to be compliant. There are certain
fully Year 2000 compliant? components and applications

that are not mission critical and
that we will let fail, such as a FAX

machine.
------ Result Field ------ -------—-- Result Response ----------
Planned Date for Y ear Ameren does not plan to be
2000 Compliance | fully compliant

P 1
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7] A mem” Ameren’s Phases

Year 2000 Phases

Pige 15 e
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“Ameren

Project Phased Approach

Ameren’s Phases

Assessment

Planning

Phases

1998 2000
| 12/98
9/97 11/97 3/98
Ti [ Completed
.lme Remaining

PIEC 19
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Ameren’s Phases
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é"‘ ’Z‘ A ’s Status
7] A mem” meren’s

STATUS

- Assessment Phase - 100% complete
Planning Phase - 100% complete
Implementation Phase - 45% complete (overall as of 12/1)

38% complete (mission critical)*

* NERC Definition: misoperation of the item could directly contribute toward a loss of a SOMW or larger
generating resource. (North American Electric Reliability Council)

8]
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1 A me m ” Upcoming Events

* Contingency Plans

* 12/31/1998 - First Draft of operational plan
submitted to MAIN*

e 3/31/1999 - First draft of integrated corporate-wide
plan

* Industry-wide drills
* 4/8/1999 - 4/9/1999
* 9/8/1999 - 9/9/1999

* Mid-America Interconnected Network, Inc. (MAIN)
Pge U e
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Ameren Services ) . One Ameren Plaza
1901 Chouteau Avenue
PO Box 66149

St. Louis, MO 63166-6149
314.621.3272

AMEREN YEAR 2000 STATEMENT
September 1998

The managements of AmerenUE and AmerenCIPS have taken significant
steps and continue to take steps in an effort to make our corporate systems
and equipment Year 2000 compliant.

The Year 2000 effort has been underway for more than a year. in 1997, we
QA ' created a formal corporate-wide Year 2000 Program Management Team. In
=N the last quarter of 1997, we completed building an inventory of all date
Wﬂmere” sensitive electronic hardware, software applications and embedded systems.
Many of the major corporate computer systems at Ameren are relatively new
and therefore are either Year 2000 ready or require minor modifications. In
addition, we have contacted hundreds of vendors and suppliers to verify
compliancy.

We have spent multiple hours developing and refining work plans for the
purpose of addressing the myriad of issues and concerns involved in this
project. Contingency plans are also being created for critical systems.

All of the above issues are being aggressively pursued by Ameren's
corporate-wide Year 2000 Program Management Team, led by Ameren's
Information Technology group. Both internal and external resources are
being utilized to address Year 2000 compliance and we fee! that Ameren is
on schedule to complete its Year 2000 project.

We understand your concern regarding the Year 2000 probfems. We also
feel these are serious issues and are working diligently to prepare for the
turn of the century. If you access to the Internet, please visit our web page at
www.ameren.com for future disclosures regarding our Y2k efforts.

Sincerely,

The Year 2000 Program Management Team

ATTACHMENT A
Schedule 3-1

7 tubsidiary of Ameren Comoration
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No. 78
DATA INFORMATION REQUEST

Union Electric Cocpary
CALE RO. EQ-%F-14

Reguented From: Gary Weige
Daco Requested: 11/04/98
informarion Requeoted:

Por ocur yerbal requesT oo Ockober 22, 1598 please provide the follewing as Boon a= pogaibla:

1. Total AMRAPS expensed for the 3rd credit period for Amer=n UE-Mippouri Fleckric.

2. Total £33 expensed for the 3rd credit period for Ameren UE-Minmouri Electric.

2. Tetal Y2X expensed for the 3rd credit period for Amerern UB-Migmgouri Zlectric.

4. Total EMERV expeneed Ffor the 3rd credit peried Sor Ameren UE-Misacuri =lactric.

Requeated By: : ARLENE WESTERFIELD

Information Provided:

L XL 770 AP3 AmEALs ot afww 7 frera HE Ehctr 0%
o He 13 oMo endol Tine %Jffe

2, *9@yove  CSS cot churnel 7 Ameedff Ehectai Oty
-«E;f -/1(2 S mo~Hs Pfﬂ ‘fiac 30 V) /44

#. *530 395 Eppgor s 7" c(weﬂ 7% AmerealfE e 0¥
G e 12 pionfls  ellel  Sitne 30, (20F

3. See ﬁ}%tc/eo

Tha attached information provided to che Miesouri Public Service Commissicn sScaff in responsa Co the abowve data
information request is accurate and complecte, and contains ne material diarcpresentations or omissiona, based upen predsnt
facre of vhich the undereigned has knowledge, informarion or balief. <The underasigmod agreen to immediataly inform che
Mismouri Public Service Commipeion Staff if, duxring che pendency of Case No. E0-96-14 before the Tommigeion, any matiera =c=
dincovered which would materially atfect thc accuracy or cotpletenese of the attached information.

£ thase data are volUminous. pleame {1} identify the relevant documence and theix lecation (2) meake arrangemants wich
requentor te hawe documents available for inapeczion in the Unien Electric Company office, oz other location mucually
agreaable. Where ldeantification of a deocument i requested, briesly deocribe tha decumenc {».g. beok, letter,
memorsandum, repoxrt) and etace the fellowing information ae applicable ror the parciculzy docmenc: nama, ticle, number,
auther, date of publication and publisher, addreocean, dace vritten, and the nome and addreso of the paseenis) having
posoeseion of the dooment. Az used in thie date requesc the cerm “document is) " includes publication of any forwaz,
vorkpapern, lettera, memoranda. notea, reports. snalyneo, COGpUtST anailyses, CTeat results, otudice of daca, recozdinge,
transeriptions and princed, typed or written materials of every kind in your pogsesaion, custody or cane=ol within your
¥nowledge. The promoufl *your or "your® refers to Union EBlectric Company and ifs employees, cenctractord, Igents or
others employed by or acting in its behalf.

]

signed By:

Dace kepponee Recajwed: H@/ﬁf

Prepavred By:
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Ameren UE
MPSC CASE NO. E0-96-14
RESPONSE TO MPSC STAFF DATA REQUEST NO. 78

The total external costs were $1,042,700 for the Yr. 2000 project for the third
sharing period as provided in response to MPSC DR No. 46. The amount that is
applicable to AmerenUE Missouri Electric is not available. The Yr. 2000 project
is being completed by numerous teams. The teams are not divided by
corporation, but are by function. Therefore various teams cost would be
allocated differently to AmerenUE, AmerenCIPS, and Ameren Services.

Schedule 4-2
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*

STATE OF MISSOURL
PUBLIC SERVICE COMMISSION

At a Session of the Public Service
Commission held at its office
in Jefferson City on the 18th
day of August, 1998.

In Re the Matter of an Investigation Into )

Publiec Utility Preparedness for Year 2000 ) CASE NO. 00-99-43
Conversion. )

ORDER ESTABLISHING CASE

There are only 500 days remaining until the year 2000. Numerocus
recent reports, including one study just released by the Senate Special
Committee on the Year 2000 and another undertaken by <the Naticnal
Regulatory Research Institute, show utility companies 1a§ging behind in
their preparedness for the change in millennia. B2As the immovable deadline
approaches, the Commission has determined that the focus must change from
technical compliance to actual business readiness. The Commission must
ensure that the utility industry remains ready to serve Missourl’s
ratepayers into the next century.

The year 2000 date field exists primarily within computer software
and presents an ubiquitous problem which, if not properly addressed, could
cause disastrous results. The year 2000 (Y2K) problem occurs in three
different areas: , two-digit date storage, leap year calculations, and
special meanings for dates.

The most common problem is the two-digit date storage wherein a date
is entered using only two digits each for the month, day and year (MM/DD/YY
or 08/18/98). The two-digit date convention assumes that the century is
“19.” Thus, 98 eguals 1998 and 99 eguals 1999. However, 00 may indicate
to most computers the year 1900. When the calendar reaches January 1,
2000, these systems may produce nonsensical results, or shut down {(crash)

because they will read the date 00 as 1900 rather than 2000.

Schedule 5-1



Leap year calculations are complicated by the fact that the rules for
leap year calculations suggest that :‘;l year 1is a leap year if it is
divisible by four, but if it is divisible by 100 it is not a leap year.
However, the year 2000 is a special case leap year which occurs only once
every 400 years. It is not clear that software programs in existence will
recognize this fact.

Lastly, Y2K solutions must address special meanings for dates. 1In
order to write more efficient code,-which allowed for the use of less
memory, many date fields were also used to provide special functionality.
The most common date used for this was 9/9/99. This code was used in some
applications to indicate “save this data item forever” or “remove this data
item automatically after 30 days.” The specific meaning for this code
varies by organization and software application. The solution for $/9/99
obviously cannot wait until the year 2000. Data entries which refer to
September 9, 1999 will invoke this problem.

Illustrations of the potential magnitude of the YZK problem may be
found in each industry. For instance: a five minute telephone call placed
just before midnight on December 31, 1999, may be billed as a million-
minute call, lasting from 1900 to 1999 because of software inabilities to
distinguish between the year 1900 and the year 2000.

Another example of the potential damage may be demonstrated by the
way in which electric utility companies conduct their business using the
World Wide Web. 1In April 1996, the Federal Energy Regulatory Commission
(FERC) issued an order directing all electric companies to build web sites
to allow wholesale electric customers to shop and place orders freely.
This FERC order resulted in the establishment of ™“Open Access Same-~time
Information Systems” [(OASIS) web sites. The ruling mandated that public

electric utilities use the web to give wholesale sellers and purchasers
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equal access to information on transmission availability and pricing.
Using the web to open up the reserfation process was a key part of
deregulation and it has been estimated that between $25 to $50 billion
worth of transactions were conducted over the Oasis system(s) in 1997. A
Y2K induced crash could put the entire electric utility network at risk.

Even if such disasters are averted, a failure to respond in advance
may still result in adverse impacts on Missouri’s ratepayers. The failure
to deal with the Y2K problem in a timely manner may mean that the costs to
correct this problem become unreascnably high when the issue must be dealt
with, and corrected, on an emergency basis. The Commission must ensure
that if any such inefficiencies occur, they are not passed on to Missocuri’s
ratepayers. However, it would be premature to use this case to determine
whether the costs for ¥2K correction should be borne by the shareholder or
the ratepayer. Federal Communications Commissioner Michael Powell
recently characterized that issue stating that “Such sguabbling will suck
up precious time we don‘t have. The time to fight those battles is in
2001, not now.” While the cost issue may not need to be delayed until
2001, it 1is clear that the first order of business is aveoiding any
interruption in utility service to Missouri’s ratepayers. Once that goal
has been accomplished, assessing reasonable and prudent expenditures will
be much more clear.

The Commission initially addressed this matter with a survey it sent
to all regulated utilities in February of 1998. That survey reguested
information from each wutility regarding actions taken to become
Y2K compliant. In addition to this survey, additional information was
requested from all electric providers that have nuclear generation to
ensure YZK compliance. The Commission Staff also requested specific

information from telecommunications utilities that provide 911 emergency
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service to ensure their systems are Y2K compliant as well. Unfortunately,
some responses were incomplete or, in soﬁe cases, simply were not provided
and the time to await voluntary compliance has passed.

Therefore, the Commission has determined it appropriate to open this
investigatory case so that it may ascertain the state of preparedness of
all regulated wutilities within the state of Missouri as well as
municipalities, cooperatives and all other utility entities which come
under the jurisdiction of the Commission for the purpose of safety. The
Commission will direct every such entity to file with the Commission a
completed and wverified copy of the attached preparedness survey.
Thereafter, the Commission will ascertain the need for hearings or for
additional filings as may be appropriate. The Commission is aware that
many utilities have already responded. Those entities may simply verify
their survey as required herein and complete the additional questions. Any
entity which has been ordered to submit a report on Y2K readiness to the
FERC, Federal Communications Commission (FCC)}, or the Nuclear Regulatory
Commission (NRC) should provide a copy of those same reports to the Public
Service Commission.

The Commission does not intend to interfere with the utility
companies on how they conduct their business on a daily basis. The courts
have held that the Public Service Commission’s authority to regulate does
not include right to dictate the manner in which the utility company shall

conduct business. State ex rel. Public Service Commission v. Bonacker, 906

S.W.2d 896, 899 (Mo Ct App 1995) and the Public Service Commission has no

authority to take over general management of any utility. State ex rel.

Laclede Gas Co. V. Public Service Commission, 600 5.W.2d 222 (Mo.App.

1980). However, the Commission does have the jurisdiction and authority

to ensure public safety and the safe provision of utility services from
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both regulated utilities and non-regulated utilities. A number of
statutory sections, as well as decisiohs on the Missouri courts address
this. Generally stated, “The power of the public service commission is an
exercise of the police power of the state granted by the lawmaking power
to that tribunal and overrides all contracts, privileges, franchises,

charters, or city ordinances.” State v. Public Service Commission of

Missouri, 50 S.W.2d 114 (Mo. 1950). See also, Sections 386.310 and 393.140

RSMo 1596,

The top priorities by utility companies should include the following
activities: conversion and testing of all, not just “critical” systems;
assessing Y2K compliance of all external contractors, vendors and other
business partners; assessing and acting upon all other supply chain issues;
and, lastly, developing contingency plans.

IT IS THEREFORE ORDERED:

i. That case number 00-89-43 is established for an Investigation
Into Public Utility Preparedness for Year 2000 Conversion.

2. That every utility which has been certificated by the Missouri
Public Service Commission to provide service in the State of Missouri shall
complete and file the Entry Of Appearance form attached to this order with
and file it with the Secretary of the Commission, P.O. Box 360, Jefferson
City, Missouri 65102, not later than September 2, 1998.

3. That every utility which is not certificated by the Missouri
Public Service Commission but which is subject to the jurisdiction of the
Missouri Public Service Commission for the purposes of safety shall
complete and file the Entry Of Appearance form attached to this order with
and file it with the Secretary of the Commission, P.0O. Box 360, Jefferson

City, Missouri 65102, not later than September 2, 19838.

Schedule 5-5



4. That every party to this case shall complete the attached
survey and file it with the Secretary.of the Commission, P.0. Box 360,
Jefferson City, Missouri 65102, not later than September 17, 1998.

5. That any party to this case which has previously filed
documentation regarding Year 2000 with the Federal Energy Regulatory
Commission, Federal Communications Commission, or the Nuclear Regulatory
Commission shall provide a copy of those same reports to the Public Service
Commission not later than September 17, 1998, and shall continue to provide
copies of all such filings in the future to this commission.

6. That this order shall become effective on August 28, 19989.

Il Hheg Bhots

Dale Hardy Roberts
Secretary/Chief Regulatory Law Judge

(S EAL
Lumpe, Ch., Crumpton, Drainer,

Murray and Schemenauer, CC., concur.

Roberts, Chief Regulatory law Judge
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In Re the Matter of an Investigation Into )]

Public Utility Preparedness for Year 2000 ) CASE NO. 00-99-43
Conversion. }

ENTRY OF APPEARANCE

Comes now (name of attorney) and enters his/her appearance on behalf

of {name of utility/entity) in Case No. 00-99-43.
The Year 2000 coordinator for the above-named company, who has

primary responsibility for Year 2000 conversion and readiness, is

Name

Title
Address
Telephone #
Fax

E-mail

Attorney signature
MoBar number
Address

Telephone

Fax

E-mail

Attachment A: Entry of Appearance

(Please feel free to supplement this entry with the same data on
Disk in Word or Wordperfect format)
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In Re the Matter of an Investigation Into )
Public Utility Preparedness for Year 2000 ) CASE NO. 00-96-43
Conversion, )

Missouri Public Service Commission
Y2K Questionnaire

A Survey to determine the Scope of the Year 2000 (Y2K) Problem as it Relates to
Public Utilities in the State of Missouri.

Utility Name Utility #

Y2K Project Coordinator
(Individual with primary responsibility for Y2K conversion and readiness)

Complete Address

Teiephone #

E-Mail Address

Fax #
1. How many employees are specifically assigned to the Y2K problem?
2. Do you have a YZK consultant? If so, please identify.
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Do you {or does your parent company) have a Year 2000 Compliance
statement? If so, please attach. If not, do you plan to have one
in the future?

Please identify and describe in detail your current status in the
Year 2000 preparedness process:

. Have Not Started

. Planning

. Assessment

. Remedying

. Testing and Certifying
. Finished

. Not Following a Plan

What is the date at which you expect to be fully Year 2000
compliant?

Describe what tests or standards your company uses to determine “Y2K
compliant” status.

Does your particular industry have an organization that is providing
Y2K guidance and information? If so, please identify the
organization.

Have you taken or are you planning to take any actions that you know
will prevent disruptions in both service and or billing systems?
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10.

11.

12.

13.

14.

In assessing potential Y2K problems, which of the following best
describes the anticipated impact for vour utility operations?
(circle one) please add additional information where appropriate:

We will identify and correct all Y2K problems before Jan. 1, 2000.

We will be 100% compliant sometime after Jan. 1, 2000 with no
significant disruptions to service or billing.

We will be 100% compliant sometime after Jan. 1, 2000 with some
significant disruptions to service or billing.

We will be 100% compliant sometime after Jan. 1, 2000 but our
assessment is not accurate enocugh to identify all problems that may
significantly affect service or billing.

We are not following a compliance plan that calls for prior
assessment of potential YZ2K problems.

Please provide a copy of your contingency plan.

What is your estimated cost for investigating Y2ZK conversion and
ensuring Y2K readiness and compliance?

Do you anticipate any impact on rates as a result of the Y2K
conversion process? If so, please explain,

Have ‘you addressed Y2K compliance with external suppliers,
contracters, and other business partners or venders? If so, please
explain.

What is vyour plan for monitoring for potential problems after
January 1, 20007
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Please return this questionnaire by September 17, 1998.
Send to:

Secretary of the Commission, 00-99-43
Missouri Public Service Commission
P.0. Box 360

Jefferson City, MO 65102

I (name), of lawful age, state upon my oath that I participated in the
preparation of this survey to b filed in Case No. 00-99-43 and that the
information contained herein is true and correct to my best kowledge and
belief.

{Signature)

Written name of YZ2K Coordinator
Title

Utility Company name

Subscribed and sworn to before me this Day of 1998.

Notary Public
My Commission expilres:

Pursuant to the Code of State Regulations and Missouri Supreme Court
Rules, pleadings filed with the Public Service Commission on behalf of
another must be filed by an attorney licensed to practice law in the
State of Missouri.

Signature:

Attorney
MO Bar #
Address

City State
Phone #

Fax #

E-Mail:
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DATA 1NFORMATION REQUEST
Unien Electric Company
CASE NO. EO-9%6-14

rRequested From: DAVE WUCHER

Date Reqguested: 04/14/98

Information Requesnted:

PROVIDE ALL INFORMATION AVAILABLE REGARDING COMPANY POLICY RELATING TQ TREATMENT OF COMPUTER RELATED ITEMS (HARDWARE AND
SCFTWARE} . SPECIFICRLLY DETAIL WHAT POLICY IS FOLLOWED AND HOW IT 15 DEYERMINED WHAT ITEMS WILL BE EXPENSED AND WHAT
ITEMS WILL BE CAPITALIZED.

Reguenred By: WIKE GRUNER

Infsrmation Provided: S ee /4‘1%6/2 Q

The attached information provided to the Missouri Public Service Commission Staff in response to the above data
information reguest is accurate and complete, and contains no material misrepresentations or owmissions, based upon present
facts of which the undersigned has knoewledge, informarion or belief. The undersigned agrees to immediately inform the
Misspuri Public Service Commission Staff if, during the pendency of Case No. ED-96-1i4 befoxe the Commission, any matters are
discovered which would materially affect the accuracy or completeness of the attached informaction.

I1f these data are voluminous, ple=ase (1) identify the relevant docurents and th=ir locarion (2) make arrangements with
requestor to have documents available for inspection in the Union Electric Company office, o1 other location mutually
agreeable. Where identification of a document ip requested. briefly describe the document (e.g. book, letter,
memorandum, vreport} and state the following information ae applicable for the particular document: name, title, numpber,
author, date of publication and publishexr, addresses, date written, and the name and address of the personfo) having
posaession of the document. As used in this data request the term "document (s} ingludes publication of any format,
workpapers, letters, mamoranda, notes, reports, analysen, computer analyses, test results, studies of data, recordings,
transcriptions and printed, typed or written materials of every kind in your possessgion, custedy or centrel within your
knowledge. The pronoun “you" or "your" refers to Union Electric Company and its employees, contracters,

others empleoved by or acting in its behalf . i /
Signed By: / Fhrira

Date Respense Received:

genta o

prepared By: Cdnd(‘: St( Z‘.u_]&(
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Amereni}E
MPSC Case No. EQ-96-14
Response to Data Request No. 12

Request:

Provide all information available rgarding company policy relating to treatment of computer related items
(hardware and software). Specifically detail what policy is followed and how it is determined what items
will be expensed and what items will be capitalized.

Response:

The determination between capital and expense is based upon the “Property Unit Catalog”. Generally , the
Company’s current policy for computer related expenditures is initial purchases and replacements of
computer hardware, LAN/WAN equipment, servers, personal computers (monitors, CFU’s, external
drives or devices), printers, plotters, efc., are considered capital expenditures. Purchases of software and

. hardware enhancements (memory boards, internal modems, internal disk drives, internal tape drives, etc.)
are expensed as mcurred. The design, development, and installation of information systems software are
also expensed as incurred.

See attached copy of the Company accounting policy, dated June 27, 1991.
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2 UntoNELECTRIC Personal Computer Procedure

PERSONAL COMPUTER PROCEDURE

UNION ELECTRIC COMPANY

ADMINISTRATIVE SERVICES
FINANCE & ACCOUNTING

NUCLEA

TECHNICAL SERVICES

This instruction, effective immediately, supefsc&cs the instruction of the same.sitle dated
March 20, 1989, and provides procedures for selection, procurement, installation, maintenance,
accounting, transfer, retirement and replacement of personal computers and related hardware and

software products. Its purpose is to expedite procurement of personal computer equipment and
maintain a system of control.

This instructon is updated 10 reflect the following major changes in the areas of hardware
maintenance and inventory contol:

1) The Data Processing Department is no longer charged for supported hardware
maintenance. These costs will be accumulated during the year and charged to the
user department’s budget in December. The user department will also be totally
responsible for exercising warrantes, if applicable.

2) The Inventory Control secnion has been eliminated. The process of tagging and
tracking personal computer equipment purchases by the Data Processing Department
is discontinued. The Data Processing Deparment is no longer norfied of personal
computer equipment purchases.

All purchases of personal computers and related items will be charged to the
requisitoning department’s budger Maintenance contracts for all personal computer hardware
products will be arranged by Informadon Services.

All purchases of computer equipment and systems, other than personal computers, will
continue to be the responsibility of Informadon Services - except for the Callaway site.
Purchases of computer equipment and sysiems for the Callaway site will be handled by the
appropriate Nuclear Deparunent. Informaton Services must be contacted to purchase equipment-
not specifically outined in this procedure.

WRITTEN BY: JIM KUDA PROC 0134
INDEXED BY: PERSONAL COMPUTER 06/27/91
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SR UnIoNELECTRIC Personal Computer Procedure

A catalog of standard personal computers and related hardware and software products will
be provided to all departments to assist with purchases. The Computer Support Department of
Informaton Services will be available for consultation in selecting systems. All requests to
connect PC’s to other computer systems, such as corporate mainframe, departmental systems and
other PC’s must be approved by Informadon Services prior to. PC equipment purchases.

SELECTION

Computer Support will issue a catalog of standard personal computers and related
hardware and software products to cach departmeant head. All purchases of personal computers
and related items must be selected from the products listed in the personal computer catalog.
This catalog will indicate which PC products are supported by Information Services.

Supported products are:

1) Hardware items tested and determined to be compatible with other
standard equipment and also maintainable through an outside
maintenance agreement; and

2) software items supported through training courses and/or support
personnel.

Information Services will provide outside maintenance service, support personnel and
tratning for hardware and software products as indicated in the personal computer catalog.
Informaton regarding compatibility, maintenance, warranty period, available maining and costs
will be provided in the catalog.

In order to assist users when ordering equipment, the catalog will contain sample
requisition forms to specify how items are to be entered. Standard wording will be provided to
describe configuration, burn-in, delivery, setup and removal of packing materials.

Computer Support Depaniment will update the catalog annually.

PROCUREMENT

Al contacts with vendors concerning PC equipment will be made through the Computer
Support or Purchasing Departments. Exceprdon: After a purchase order has been issued,
scheduling of desktop deliveries and follow-up calls should be made by direct communicatons
between the user contact and the supplier.

PROC (134 }

1~

06/27/91
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L UntoNELECTRIC " Personal Computer Procedure

User deparmments will review justficatons for purchase of PC equipment and prepare
requisttions for appropriate approval in accordance with the approval limitadgons issued by the
Conwroiler.

In order to select appropriate equipment, users must use the personal computer catalog
provided by Computer Support. Users must consult with the Computer Support Department prior
to purchase of items not supported by Information Services or items not in the catalog. Also,
prior to purchase of PC equipment, users must send a written request and obtain approval from
Informadon Services for all PC connecdons. All requests for PC to corporate mainframe
connections should be directed to the Manager of Methods Department.  All requests for PC o
departmental computer connections and PC local area nerwork connections should be directed
to the Manager of Computer Support Department.

After determining the equipment to be ordered, the user will prepare Form 102,
Requisition to Purchase Non-Stock Material (Exhibit A). (NOTE: In the near furure, the user
will be required to enter Form 102 directly on the computer terminal for processing. Complete
instuctions on the use of computer generated Form 102 will be issued by the Methods
Deparment upon implementation.) All items must be entered on Form 102, in accordance with
sample requisitions and standard wording provided in the personal compuier catalog. Multiple
svstems, for the same location, should be entered on one requisidon. Direct delivery of PC items
1o the user’s deskiop should be stated on the requisition along with the user contact, room
nnumber and phone number. Form 102, approved in accordance with the approval limitations
issued by the Conmoiler, will be forwarded to the Purchasing Department on the 1st and 15th of
the month.

Upon creation of a purchase order, Purchasing Department will send a copy to the user
(onginator of Form 102). The purchase order should instruct the supplier to contact the user o
coordinate the delivery and set up of the PC equipment. The user can check the delivery status
of a purchase order by phoning the supplier direct. If a problem develops, the user should
contact the buyer indicated on the purchase order. Additional costs due to special handling,
special freight, etc. must be authorized through the buyer.

All purchases of PC equipment wiil be charged to the user’s budget. Purchases will be
categorized as follows for accounting purposes:

1. Capital Expenditures

Inidal purchases and replacements of personal computers, monitors, printers, plotters,
and other units of property are capiml expenditures. Questions regarding
capitalizanon should be directed to the Plant & Regulatory Accoundng Department.
All inidal purchases, replacements and retirements of units of property require either
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2 UntonELECTRIC "~ Personal Computer Procedure

standing or specific work order authorizaton in accordance with existing Company
policy. Standing work orders should be utlized to the extent practicable so as to
minimize administadve paperwork. Appropriate charge accounts for capital
equipment should be entered on Form 102.

2. Operations & Maintenance Expenses

Purchases of software and hardware enhancements (memory boards, internal modems,
internal disk drives, internal tape drives, etc.) are O&M expenses. Control Work

. Order J0O03 should be unlized to track departmental charges. Appropriate charge
accounts for O&M expenses should be entered on Form 102.

Computer Support Department will be responsible for armanging all outside maintenance
contracts to support PC hardware. These contacts will be reviewed annually by the Computer
Support and Darta Processing Deparments. Only supported hardware 1tems listed in the personal
computer catalog at the time of purchase will be serviced by the above contracts.

The Data Processing Department will budget and approve for payment all maintenance of
supported hardware on a monthly basis. In December, a journal entry will be prepared to charge
the accumulated expenditures for each deparument 10 the appropriate budger. This charge will
be based upon information obtained from the maintenance form. The individual receiving service
will enter his/her payroll department number, budget number, and employee number on the
maintenance form. The individual will also sign the maintenance form at the time service is
received. Users should also remin a copy of the mainwenance form for their own records.
Maintenance service is not to be used for upgrades, enhancements or rentais.

User deparmments requesting maintenance service must contact the Network Helpdesk in
the Data Processing Deparmment.  Users can help expedite service call requests by having
Terminal ID informadon available, if applicable.

The user depantment is responsible for maintaining the paperwork required for warranty
work and for notfying repair personnel of equipment under warranty.

User deparunent’s budget will be directly billed for all maintenance related tc unsupporned
hardware items and for services provided by unauthorized vendors.

RECEIPT AND DELIVERY

All personal computers and related hardware and software products will be delivered
directly to the user’s desktop and set up by the vendor in accordance with past practce.

At the user’s request, Computer Support will assist the user in installing those items listed
in the PC caualog as being supported.
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32 UntoNELECTRIC " Personal Computer Procedure

Users will be required to verify that all material ordered has been received and set up
properly. On request, Computer Support will assist the user in verificadon of receipt of proper
configurasion.

Upon verification of items received and properly installed (if required), users will promptly
sign and forward the packing slip to the appropriate storekeeper to report material received, All
equipment received must be reported.  Users located in the General Office Building, 1901
Chouteau Avenue, St. Louws, Missouri, will send approved packing slips to the Storekeeper,
General Office Building Storeroom - Code 1160. Users located outside the General Office
Building will send signed packing slips to their local storekeeper.

WARRANTIES

In order to validate warranties, users must retain a copy of packing slips for all hardware
and software purchased. Registration material for hardware and software will be completed by
the users in their name and retumed to the manufacturer. All warranty requirements and
compliance to software license agreements will be the user’s responsibility. Upon request,
Accounts Payable will provide invoice copies to users requiring them for warranty service.

TRANSFERS

Form 54, Transfer Requisition, (Exhibit B) will be prepared by the user when personal
computer equipment is ransferred to another town locadon or where accounting informaton is
changed. In addition t0 transfer and accounting information, Form 54 should identify department,
make, model, artached features, serial number, and condirion of PC equipment being transferred.
The user should send Copies 1 and 2 of Form 54 to the Plant & Regulatory Accountng
Deparunent. Copy 3 of Form 54 should be retained by the user and Copy 4 should be sent with
the PC equipment being mansferred. The user must obtain authorization from Information
Services for connecdons to other computer systems, if applicable, prior 10 wansfer.

RETIREMENTS N

When it is judged that purchase of a new PC is more cost effective than repair, the existing
PC should be redred. However, if the existing PC is sdll funcdonal but is obsolete or no longer
meets the user’s needs, replacement may be appropriate. The Computer Support Department
must be contacted to determine whether the PC should be redred or replaced. See the
Replacements section for this alternadve.

If the PC is to be retired, Computer Support must prepare Form 2782, Esrimate and
Removal Report of Physical Property, and send it to the Plant & Regulatory Accounung
Deparmnent for appropriate accounting. The Form 2782 (Exhibit C) shall include the division,
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2 UntoNELECTRIC Personal Cdmputer Procedure

department, location, make, model, attached features, serial number, original installation date,
condidon of PC equipment and the retirement or replacement work order number.

After inserdon of accounting information, the Plant & Regulatory Accounting Department
will return Form 2782 to the Computer Support Deparunent. At the actual redrement ame, a
copy of completed Form 2782 will be sent by Computer Support to the Materials Control section
of the Purchasing Department for notification of PC equipment to be retired.” Materials Control
will dispose of the PC equipment in accordance with the existing procedure on sale of scrap,
salvage and surplus materials.

REPLACEMENTS

PCs may be replaced for various reasons such as obsolescence, or changes in the user’s
needs. Replacements should be handled as a new purchase. If the replaced PC equipment is not
needed by the department in which it currentdy resides, it should be transferred to Computer
Support for allocation to another department. For PC equipment transfers to Computer Support,
the user will prepare Form 54 in accordance with previous instructions on transfers.

If Computer Support determines that PC equipment cannot be used in the UE system, they
will prepare and distibute Form 2782 in accordance with "Retirernent” insouctdons.

S .
0 Vil
R. D. Vollmar, Manager
Methods Department

PROC 0134 p 06/27/91
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AmerenUE's Re_spoﬁse to
aq‘\ Missouri PSC Staff Data Reguest
(/) " ‘! Case No, E0-96-14

Company Person Responsible;  Connie Seabaugh
Title:  Manager, Accounting
Business Address: 1901 Chouteau Avenue
St. Louis, MO 63103
Phone: (314) 554-3678

DR-83 DR#12 supplied a copy of “Personal Computer Procedure - Union
Electric Company” effective 06/27/91.. What was the Company's
computsr policy regarding computer software policy at the time of the
compiaint case (EC-87-114)7 Please supply a copy. Where there any
changss in the Company’s policy regarding computer software between
the time of the complaint and 08/27/91, i so, please provide any changes.
Additionally, have there been any changes fo the Company's policy
regarding computer software between: 06/27/91 and present. If so please
provide changes

Response: The Company's policy at the time of the complaint case, was the same as
the policy set forth in the “Personal Computer Procedure — Union Electric
Company” effective 6/27/21. At this time, the Company has not been
abie to locate a formal policy prior to the complaint case, however,
accounting records prior {o the complaint case indicate that the
Company's accounting policy for computer software costs has been

foliowed consistently from the period pnor to the complaint case through
December 31, 1998. .
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Amesren Services Omne Ameren Plazy
1801 Chouteau Avenue
PQ Box 66148
Bt. Louts, MO 63166-6149
e 2n

314.654.2237
314.556.4014 (fax)
JNCOOKS AMEREN.COM

March 4, 1998

VIA FACSIMILE - 207-8009
%’4 Ms. Arlene Westerfield
. Arlene Westerfie
Amem” Missouri Public Service Commission
815 Charter Commons Drive
Suite 1008
Chesterfield, MO §3017-0608

Re: MPSGC Case No, EO-96-14
Data Request No. 83

Dear Ms. Westerfield:

Enclosed please find Union Electric Company’s responge to Staff Data Request
No. 83 in the above matter.

Very truly yours,

% Loty

James J. Cook
Managing Associate General Counsel

JJC/ob
Enclosure(s)

3 sabsidiary of Ameren Corpurstion
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Ameren Services Company

One Ameren Plaza

1801 Chouteau Avenue

St. Louls, MO 63103 ,

P. 0. Box 65149 (M/C 1310)
S1. Louis, MO 63166-6149
Telecopler (314) 554-4014

WARNIN

THE iINFORMATION CONTAINED IN THIS COMMUNICATION IS CONFIDENTIAL, MAY BE ATTORNEY-
CUENT PRIVILEGED, MAY CONSTITUTE INSIDE INFORMATION, AND 1S INTENDED ONLY FOR THE
USE OF ADDRESSEE. UNAUTHORIZED USE, DISCLOSURE OR COPYING IS STRICTLY PROHIBITED
AND MAY BE UNLAWFUL. IF YOU HAVE RECEIVED THIS COMMUNICATION IN ERROR, PLEASE
IMMEDIATELY NOTIFY US AT (314) 554-3271 AND RETURN THE ORIGINAL MESSAGE TO US AT THE
ADDRESS ABOVE VIA THE UNITED STATES POSTAL SERVICE. WE WILL REIMBURSE ANY COSTS
YOU INCUR IN NOTIFYING AND RETURNING THE MESSAGE TO US. THANK YOU.

DATE: March 4, 1899 TIME: 9:11 AM

PLEASE DELIVER TQO: Arene Westerfield
COMPANY: Missourl Public Service Commission
FACSIMILE NUMBER: 207-5009

FROM: James J. Cook
FACSIMILE NUMBER: ({314) 564-4014
TELEPHONE NUMBER: (314) 554-2237

TOTAL PAGES INCLUDING THIS PAGE: 3

IF YOU DO NOT RECEIVE ALL THE PAGES CONTACT: Beth Bums ® (314) §54-3271.

MPSC Case No, EQ-96-14 ~ Response to Staff DR #83
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. > SATH INFORMRTION REQGUEST

.
4

Union Electiric Company

CRSE NO. EQ-96-14

Recuaoted From: Dave Wuchexr

Date Reguented: oc/16/98

itaformasien Regucotad:

Profemsional EBecrvices, from page E2-1 of the Fi§ Report, ham increased from 36,043,606 for the 12 wonth period ending
parch 1996 Co §323,714.1£% for the 1T wonth period =ading March 1988. Flsae« thoroughly explain The Typ<P of
profevaional eesrvicee and or consultants being hired, the projeczo undertaken anc a quancification &f sach prejeet. 1f
the pervices or projceis apan wultiple perieds please provide the total expacted project ¢odt, che ameunt incured to

date, the amount for the 12 manths ended 3/98 and che expected ameunt for the 12 wmenths encding 6/52. Ie any of the
inercace in thie expenoe relarted to the mcrger?

e - - . - . - :

Requeated By: ' MIRE GRUNIR

mfowar_;m Provided: - _(_SEE attached. )

The attached information provided toe the Missouri Public gervice Coazdesien Staff in regponec to thce abeve daca
, inforzation fegueot it accurate and cemplete, and containa no material cisrepresantacions er cmieaione, bafed upen prepent
faczeo of which the undersigned has inowledge, infor=ation or beliel. The undereicned agreca Co ipmediately lnfomm the
sicmouri Public Se=vice Commieaion Sta<f 1f, during the pendency of Case No. EO0-3&-14 before rthe Coxzismelon, amy matterw ars
digcovezad which would cateriglly affeect the accuracy or completansac of Che artached Izmlformatien..

If theoe daCa ar¢ voluzinous, please [1) identify che relevant documents and theizr location {2) maks arrangementa wit
recuester to kave documenta avallable for inspection in the Dnien Electyic Cempany office, or other logacien =ulually
sszeeable. Wnere fdentification of a document im Tequested, bricfly describe che document (e.g- beeck, letcer,
mamoranduwz, report) and otate the following infemwmetion we Applicarle for the pazziculay doCumont! nooee, Title, nusbex,
author, date of publication and publigher, addreupes, date wrictton, and the name and addwese of the person(z) having
pooreosion of the docuamesz. Az used in this dsta Teguegl the tarm. "decument(s)™ includes publicstien of any format,
workpapess, letlers®, memormndsa, nolep, TAPOFTG, annlyces, COTPUTer analyses. teRT ragulos, ctudies wi dace. Teseoxdlings,
zopnactiptions and printed, cypsd o writcen matexlals of -:ver); kind {n your possercsion, cuetody or ceontzol within youx

knowledge. The pronoun *you' ox "your® refcro to Uolen Electric Company and its employces, CONTYactors, agents or

ozhers enployed by o aciing in iza banalf.
Signed %y: f

L

Sita Reeponaec Received:

Prepared By:
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Union Electric ‘Company
Case No. EO-96-14

Data Response: No.24

The primary increase in professional services relates to the Information Technology area.
Several major projects occurred during 1996, 1997 and into 1998. However, for any
project related to the merger, related costs were charged to Account 426 below-the-line
and not to Operations and Maintenance accounts above the line. The largest project is the
installation of the Peoplesoft Human Resources and Payroll system (AMRAPS).
Andersen Consulting assisted in this installation which enabled us to combine our union
and non-union payroll systems and merge them into the Human Resources System.
During 1998, Andersen Consulting is also assisting in an upgrade of the Peoplesoft
System.

See response to Data Request No. 19 for a description of the major projects.

For the 12 months ended 3/98, the cost of consultants charged to AmerenUe operations
and maintenance expense for these major projects was $5.3 million.

Schedule 8-2



SCHEDULE Y



OATA INECRMATION REQUEST
tnien Electric Company
CASE NC. E0-96-14

Requested From: Gary Woims
Date Regquestad: 10 20/98

Inforwntion Requeated: See Actached

* Requented By: ARLENE WESTERFIZTLD

Informacion Provided: _S £4£ )4’ %C[QQ

The attached information previded te the Mipscuri Public Service Commiseieon 3taff in response to the above data
infermstion Tequaet is ascuraetse and complece, and containe no material miereprecentacions or omizsicna, baped upon presentc
facta of which the undernigned hoo knowledge, informatica of bulicf, The underaigred agreee to immediacely infoym tha
Missouri Public Service Coumingion Staff if, during the pendency «f Case No. EO-9€-14 before the Commiseicn, &by maAcTtors ara
dimcevered which would macerially affect the accuracy or completoncss of che acIached information.

If theee data are volwminous, please (1) identify tha relavane documents and their location (2) make arrangements with
requesctor to have documente sviailable foxr inepectieon in the Onion flectric Company office, cr eother location nutwally
agreeabls, wWhere identification of a document is rsquecced, bzriefly deacribe the document {e.g. beck, lerzar,
memorandul, TepPeTt) and state the following informatiocn at applicsble for the partlicular document: nawe, cicle, nucher,
aurher, dace of publication and publisher, addreeses, date written, and thec oame =ad addreds of the person(s) naviang
pospsselicn of the document. As used in thie daca roguest the term -“document (a) " inciudes publicatien of any formaz,
wvorkpapere, letters, memoranda, hotCed, yeports, analysed, computer analyues, Tteg:r reoulca, oeudies of datm, recordings,
transcriptions and printed, typed or written materials of evary kind in your pecseseien, cuotedy or contrel within your

knowledge. The prencun "You® or "your® refers to Union Electric Company and its owployeas, contractera, agents of
others smployad Wy or acting in its behalf.

signed my: %@S //M-

Dace Reopongoe Received: ”A"/

t X #
Lot

Prepared Bv: G‘{i{‘ S‘ %/S;
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DATR INFOZWMATION REQUEST
tnien Eleccxic Cowpany
CASE NO. EO-96~14

Requeatad From: Gary Weioo
Date Requented: 10/20/98
Information Requesced:

Please provide a remponse to this DR as soon ao poasible-

In March 1592, The Accounting Standards Executive Committee of the AICPA i88ued SCatemenr of Posizicn (30P) 98-1,

“hccouwniting for the Costs of Cowpurer Software Developed or Obtained for Internal Use=.* This 50P will require

capitalizatieon of quaiifying coste related to ipternal uge seftware. In light of tkin 568 rcopend to the fallowing:

L. Whac arc che Company’s plans for treatmant of chese costs provpectively?

2, Does the Company plan to reptate (capitalizs) amy coors to dare that have previcusly beer axpenned?
3. +hat impact will thie SOP have on the opecific coats (guch as AMRAPS, CSS and EMPRV} thaz have baan
computer ralated for the credit pariod?

idencified an

Scheduie 9-2



AmerenUE
MPSC CASE NO. EO-96-14
REPSONSE TO MPSC STAFF DATA REQUEST NO. 76

RESPONSES TO SOP 98-1 DATA REQUEST:
1. What are the Company’s plans for treatment of these costs prospectively?

Response: The Company intends to adopt SOP 98-1 on January 1, 1999, resulting in the
capitalization of qualifying costs related to intemal use software incurred after that date.

2. Does the Company plan to restate (capitalize) any costs to date that have been
previously expensed?

Response: Paragraph 43 of SOP 98-1 specifically states that “Costs incurred prior to
initial application of this SOP, whether capitalized or not, should not be adjusted to the
amounts that would have been capitalized had this SOP been in effect when those costs
were incurred.” In compliance with SOP 98-1, the Company does not plan to restate any
costs that have been previously expensed.

3. What impact will this SOP have on the specific costs (such as AMRAPS, CSS and
EMPRYV) that have been identified as computer related for the credit period?

Response: As indicated in the response to question 2, the Cdmpany will not be restating
any costs previously expensed; therefore, there is no impact on specific costs identified as
computer related for the credit period.
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NOTE

Statements of Position on accounting issues present the
conclusions of at least two thirds of the Accounting Stan-
dards Executive Committec, which is the senior technical
body of the Institute authorized to speak for the Institute
in the areas of financial accounting and reporting. Statc-
ment on Auditing Standards No. 69, The Meaning of Present
Fairly in' Conformity With Generally Accepted Accounting
Principles in the Independent Auditor’s Report, identifies
AICPA Statements of Position that have been cleared by the
Financial Accounting Standards Board as sources of estab-
lished accounting principles in category b of the hierarchy
of gencrally accepted accounting principles that it estab-
lishes. AICPA members should consider the accounting
principles in this Statement of Position if a different ac-
counting treatment of a transaction or event is not speci-
fied by a pronouncement covered by rule 203 of the AICPA
Code .of Professional Conduct. In such circumstances, the
accounting treatment specified by the Statement of Posi-
tion should be used, or the member should be prepared to
justify a conclusion that another treatment better presents
the substance of the transaction in the circumstances.

-

Copyright © 1998 by
American Institute of Certified Public Accountants, Inc.,
New York, NY 10036-8775

All rights reserved. For informadion ahbout the procedure for
requesting permissiom to make copies of any part of this work,

please call the AICPA Copyright Permissions Hotline at 201-938-3245.
A Pertnissions Request Form for e-munling requests is available ar
wwrw.aicpa.org by clicking on the copyright notice on any page.
Otherise, requests showld be wricten and matled to Permissions
Department, AICPA, Harborside Financial Center, 201 Plasa Three,
Jersey City, NJ 07311-3881.
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SUMMARY

This Statement of Position (SOP) provides guidance on ac-
counting for the costs of computer software developed or
obtained for internal use. The SOP requires the following:

Computer software meeting the characteristics spec-
ified in this SOP is internal-use software.

Computer software costs that are incurred in the
preliminary project stage should be expensed as in-
curred. Once the capitalization criteria of the SOP
have been met, external direct costs of materials and
services consumed in developing or obtaining inter-
nal-use computer software; payroll and payroll-re-
lated costs for employees who are directly associated
with and who devote time to the internal-use com-
puter software project (to the extent of the time
spent directly on the project); and interest costs in-
curred when developing computer software for inter-
nal use should be capitalized. Training costs and data
conversion costs, except as noted in paragraph 21,
should be expensed as incurred.

Internal costs incurred for upgrades and enhance-
ments should be expensed or capitalized in accor-
dance with paragraphs 20-23. Internal costs incurred
for maintenance should be expensed as incurred.
Entities that cannot separate internal costs on a rea-
sonably cost-effective basis between maintenance
and relatively minor upgrades and enhancements
should expense such costs as incurred.

External costs incurred under agreements related to
specified upgrades and enhancements should be ex-
pensed or capitalized in accordance with paragraphs
20-23. However, external costs related to mainte-
nance, unspecified upgrades and enhancements, and
costs under agreements that combine the costs of
maintenance and unspecified upgrades and enhance-
ments should be recognized in expense over the con-
tract period on a straight-line basis unless another
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systematic and rational basis is more representative
of the services received.

» Impairment should be recognized and measured in
accordance with the provisions of FASB Statement
No. 121, Accounting for the Impairment of Long-

Lived Assets and for Long-Lived Assets to Be Dis< -
posed Of.

* The capitalized costs of computer softwarc devel-
oped or obtained for internal use should be amor-
tized on a straight-line basis unless another
systematic and rational basis is morc representative
of the software’s use.

» If, after the development of internal-use software is
completed, an entity decides to market the software,
procecds received from the license of the computer
software, net of direct incremental costs of market-

ing, should be applied against the carrying amount of
that software.

The SOP identifies the characteristics of internal-use soft-
ware and provides examples to assist in determining when
computer software is for internal use.

The SOP applics to all nongovernmental entities and is
effective for financial statements for fiscal years beginning
after December 15, 1998. The provisions of this SOP
shouid be applied to internal-use software costs incurred in
those fiscal ycars for all projects, including thosc projects
in progress upon initial application of the SOP. Earlier
application is encouraged in fiscal years for which annual
financial statements have not been issued. Costs incurred
prior to initial application of this SOP, whether capitalized
or not, should not be adjusted to the amounts that would

have been capitalized had this SOP been in cffect when
those costs werc incurred.
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FOREWORD

The accounting guidance contained in this document has
been cleared by the Financial Accounting Standards Board
(FASB). The procedure for clearing accounting guidance in
documents issued by the Accounting Standards Executive
Committee (AcSEQC) involves the FASB reviewing and dis-
cussing in public board meetings (a) a prospectus for a pro-
ject to develop a document, (b) a proposed exposure draft
that has been approved by at least ten of AcSEC’s fifteen
members, and (¢) a proposed final document that has been
approved by at least ten of AcSEC’s fifteen members. The
document is cleared if at least five of the seven FASB mem-
bers do not object to AcSEC undertaking the project, issu-
ing the proposed exposure draft or, after considering the
input received by AcSEC as a result of the issuance of the
exposure draft, issuing the final document.

The criteria applied by the FASB in their review of proposed
projects and proposed documents include the following,

a. The proposal does not conflict with current or pro-
posed accounting requirements, unless it is a limited
circumstance, usually in specialized industry ac-

counting, and the proposal adequately justifies the
departure.

b. The proposal will resuit in an improvement in practice.
c. The AICPA demonstrates the need for the proposal.

d. The benefits of the proposal are expected to exceed
the costs of applying it.

In many situations, prior to clearance, the FASB will propose
suggestions, many of which are included in the documents.




ey

Accounting for the Costs of Computer
Software Developed or Obtained
for Internal Use

Introduction and Background

1.

The Financial Accounting Standards Board (FASB) issued
Statement of Financial Accounting Standards No. 86, Ac-
counting for the Costs of Computer Software to Be Sold,
Leased, or Otherwise Marketed, in 1985. At that time, the
FASB considered expanding the scope of that project to in-
clude costs incurred for the development of computer soft-
ware for internal use. The FASB concluded, however, that
accounting for the costs of software used internally was not
a significant problem and, therefore, decided not to expand
the scope of the project. The FASB stated that it recognized
that at that time the majority of entities expensed all costs
of developing software for internal use, and it was not con-
vinced that the predominant practice was improper.

Because of the absence of authoritative literature that
specifically addresses accounting for the costs of computer
software developed or obtained for internal use and the
growing magnitude of those costs, practice became diverse.
Some entities capitalize costs of internal-use computer
software, whereas some entities expense costs as incurred.
Still other entities capitalize costs of purchased internal-
use computer software and expense costs of internally de-
veloped internal-use computer software as incurred.

The staff of the Securities and Exchange Commission (SEC)
and other interested parties have requested that standard
setters develop authoritative guidance to eliminate the incon-
sistencies in practice. In a November 1994 letter, the Chief
Accountant of the SEC suggested that the Emerging Issues
Task Force (EITF) develop that guidance. However, the EITF
and the Accounting Standards Executive Committee
(AcSEC) agreed that AcSEC should develop the guidance.

3
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4. AcSEC issucd an ¢xposurc draft of a proposed Statement of
Position (SOP), Accounting for the Costs of Computer Soft-
ware Developed or Obtained for Iruernal Use, on Decem-
ber 17, 1996. AcSEC received about 130 comment letters in
response to the exposure draft.

Scope

S.  This SOP provides guidance on accounting by all non-
governmental entities, including not-for-profit organiza-
tions, for the costs of computer software developed or
obtained for internal use and provides guidance for deter-
mining whether computer software is for internal usc.

6. This SOP clarifies that the costs of computer software de-
veloped or obtained are costs of either (a) software 1o be
sold, leased, or otherwise marketed as a scparate product

_ or as part of a product or process, subjcct to FASB State-
ment No. 86; (b) software to be used in research and devel-
opment, subject to FASB Statement No. 2, Accounting for
Research and Development Costs, and FASB Interpreta-
tion No. 6, Applicability of FASB Statement No. 2 to Com-
puter Software; {c) software developed for others under a
contractual arrangement, subject to contract accounting
standards; or (d) internal-use software, subject to this SOP.
This SOP does not change any of the provisions in FASB
Statement Nos. 86, 2, or FASB Interpretation No. 6.

7.  Costs of computer software that is “sold, leased, or other-
wise marketed as a separate product or as part of a product
or process” are within the scope of FASE Statement No. 86.
The Appendix of this SOP includes examples of computer
software considered to be for internal use and thus not
“part of a product or process.”

8.  This SOP provides guidance on when casts incurred for in-
ternal-usce computer software are and are not capitalized.

9.  This SOP provides guidance on accounting {or the pro-
cceds of computer software developed or obtained for in-
ternal use that is marketed.
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10.

11.

This SOP provides guidance on accounting for computer
software that consists of more than one component or
module. For example, an entity may develop an accounting
software system containing three elements: a general
ledger, an accounts payable subledger, and an accounts re-
ceivable subledger. In this example, each element might be
viewed as a component or module of the entire accounting
software system. The guidance in this SOP should be ap-
plied to individual components or modules.

Accounting for costs of reengineering activities, which
often are associated with new or upgraded software appli-
cations, is not included within the scope of this SOP.!

Conclusions

Characteristics of internal-Use Computer Software

12.

For purposes of this SOP, internal-use software is software
having the following characteristics.

a. The software is acquired, internally developed, or
modified solely to meet the entity’s internal needs.

b. During the software’s development or modification,
no substantive plan exists or is being developed to
market the software externally.

A substantive plan to market software externally could in-
clude the selection of a marketing channel or channels
with identified promotional, delivery, billing, and support
activities. To be considered a substantive plan under this
SOP, implementation of the plan should be reasonably pos-
sible. Arrangements providing for the joint development of
software for mutual internal use (for example, cost-sharing
arrangements) are not substantive plans to market soft-
ware for purposes of this SOP. Similarly, routine market
feasibility studies are not substantive plans to market soft-
ware for purposes of this SOP.

1. This SOP does not change the conclusions reached in Emerging lssues Task Force [ssue
No. 97-13, Accounting for Costs Incurred in Connection with a Consulting Contract
or an Intermal Projece That Combines Business Process Reengineering and Informa-

tion Technology Transformarion, which requires that the costs of reengineering activi-
ties be expensed as incurred.
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13. . An entity must meet both characteristics in paragraph 12
for software to be considered for internal use.

14. An entity's past practices rclated to selling softwarc may
help determine whether the software is for intcrnal use or
is subject to a plan to be marketed externally. For exam-
ple, an entity in the business of selling computer softwarc
often both uses and sells its own software products. Such a
past practice of both using and selling computer software
creates a rebuttable presumption that any software devel-
oped by that cntity is intended for sale, lease, or other mar-

- keting, and thus is subject to the guidance in FASB
Statement No. 86.

15.  Computer software to be sold, leased, or otherwise mar-
keted includes software that is part of a product or
process to be sold to a customer and should be accounted
for under FASB Statement No. 86. For example, softwarc
designed for and embedded in a secmiconductor chip is in-
cluded in the scope of FASB Statement No. 86 because it
is an intcgral part of the product. By contrast, software for
internal use, though it may be used in developing a prod-
uct, is not part of or included in the actual produet or ser-
vice sold. If software is used by the vendor in the
production of the product or providing the service but the
customer does not acquire the software or the future right
to use it, the software is covered-by this SOP. For exam-
ple, for a communications company selling telephonc ser-
vices, software included in a telephone switch is part of
the internal equipment used to deliver a service but is not
part of the product or service actually being acquired or
received by the customer.

16. The Appendix provides examples of when computer soft-
ware is and is not for internal use.

Stages of Computer Software Development

17.  The following table iflustrates the various stages and rclated
proccesses of computer software development.
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Preliminary Application Post-Implementation/

Project Stage Developnient Stage Operation Stage

Conceptual formulation  Design of chosen path, Training

of alternatives including software o .
configuration and Application maintenance

Evaluation of alternatives software interfaces

Determination of existence Coding
of needed technology

) . Instaliation to hardware
Final selection of
alternatives Testing, including parallel

processing phase

The SOP recognizes that the development of internal-use
computer software may not follow the order shown above.
For example, coding and testing are often performed simul-
taneously. Regardless, for costs incurred subsequent to com-
pletion of the preliminary project stage, the SOP should be
applied based on the nature of the costs incurred, not the
timing of their incurrence. For example, while some training
may oceur in the application development stage, it should be
expensed as incurred as required in paragraphs 21 and 23.

Research and Development

18.  The following costs of internal-use computer software are in-
cluded in research and development and should be accounted
for in accordance with the provisions of FASB Statement No. 2:

” . i

a. Purchased or leased computer software used in re-
search and development activities where the soft-
ware does not have alternative future uses

b. All internally developed internal-use computer soft-
ware? (including software developed by third parties,
for example, programmer consultants) if (1) the soft-
ware is a pilot project (that is, software of a nature sim-
ilar to a pilot plant as noted in paragraph 9(h) of FASB
Statement No. 2) or (2) the software is used in a partic-
ular research and development project, regardless of
whether the software has alternative future uses

2. FASB Interprctation No. 6 excludes from research and development costs compuier
software related 10 an entity's selling and administrative activities.

i
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Capitalize or Expense -

19.  Preliminary Project Stage. When a computer software
project is in the preliminary project stage, entities will
likely—

a. Make strategic decisions to allocate resources be-
tween alternative projects at a given point in time.
For example, should programmers develop a new
payroll system or direet their cfforts toward correct-
ing existing problems in an operating payroll system?

b. Determine the performance requirements {that is,
what it is that they need the software to do) and sys-
terus requirements for the computer software project
it has proposed to undertake.

¢. Invite vendors to perform demonstrations of how
their software will fulfill an entity’s needs.

d. Explore alternative means of achieving specified per-
formance requirements. For example, should an cn-
tity make or buy the software? Should the software run
on a mainframe or a client server system?

€. Determine that the technology needed to achieve
performance requirements exists.

f. Select a vendor if an entity chooses to obtain software.

g. Sclect a consultant to assist in the development or
installation of the software.

20. Internal and external costs incurred during the prelimi-
nary project stage should be expensed as they are incurred.

21.  Application Development Stage. Internal and external
costs incurred to develop internal-usc computer software
during the application development stage should be capi-
talized. Costs to develop or obtain software that allows for
access or conversion of old data by new systems should
also be capitalized. Training costs are not internal-use sofc-
warc development costs and, if incurred during this stage,
should be expensed as incurred.

22.  The process of data conversion from old to new systems may
include purging or cleansing of existing data, reconciliation

g P R S
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or balancing of the old data and the data in the new system,
creation of new/additional data, and conversion of old data to
the new system. Data conversion often occurs during the ap-
plication development stage. Data conversion costs, except
as noted in paragraph 21, should be expensed as incurred.

23.  Post-Implementation/Operation Stage. Internal and ex-

ternal training costs and maintenance costs should be ex-
pensed as incurred.

24. Upgrades and Enhancements. For purposes of this SOP,

upgrades and enhancements are defined as modifications
to existing internal-use software that result in additional
functionality—that is, modifications to enable the software
to perform tasks that it was previously incapable of per-
forming. Upgrades and enhancements normally require
new software specifications and may also require a change
to all or part of the existing software specifications. In
order for costs of specified upgrades and enhancements to
internal-use computer software to be capitalized in accor-
dance with paragraphs 25 and 26, it must be probable’ that
those expenditures will result in additional functionality.?

25. Internal costs incurred for upgrades and enhancements

should be expensed or capitalized in accordance with para-
graphs 20-23.5 Internal costs incurred for maintenance
should be expensed as incurred. Entities that cannot sepa-
rate internal costs on a reasorably cost-effective basis be-
tween maintenance and relatively minor upgrades and
enhancements should expense such costs as incurred.

26. External costs incurred under agreements related to speci-

W

fied upgrades and enhancements should be expensed or
capitalized in accordance with paragraphs 20-23. (If main-
tenance is combined with specified upgrades and enhance-
ments in a single contract, the cost should be allocated

. See paragraph 62 of this SOP for meaning of “probable.”

. This SOP does not change the conclusions reached in Emerging [ssues Task Force Issue
No. 96-14, Accounting for the Costs Associated with Modifying Computer Software for
the Year 2000, which requires that external and-internal costs associated with modify-
ing internal-use software currently in use for the Year 2000 be charged (o expense as in-
curred. New internal-use software developed or obtained that replaces previously
existing internal-use software should be accounted for in accordance with this SOP.

. See footnote 4.
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between the elements as discussed in paragraph 33 and the
maintenance costs should be expensed over the contract
period.) However, external costs related to maintenance,
unspecified upgrades and enhancements, and costs under
agreements that combine the costs of maintenance and un-
specified upgrades and enhancements should be recog-
nized in cxpense over the contract period on a straight-line
basis unless another systematic and rational basis is more
representative of the services received.

27. Capitalization of costs should begin when both of the
following occur.

a. Preliminary project stage is completed.

b. Management, with the relevant authority, implicitly
or explicitly authorizes and commits to funding a
computer software project and it is probable® that the
project will be completed and the software will be
used to perform the function intended. Examples of
authorization include the execution of a contract with
a third party to'develop the software, approval of cx-
penditures related to internal development, or 2 com-
mitment to obtain the software from a third party.

28.  When it is no longer probable’ that the computer software
project will be completed and placed in service, no further
costs should be capitalized, and guidance in paragraphs 34
and 35 on impairment should be applied to existing balances.

29. Capitalization should cease no later than the point at
which a computer software project is substantially com-
plete and ready for its intended use. For purposes of this
SOP, computer software is ready for its intended use after
all substantial testing is completed.

30. New software development activities should trigger consider-
ation of remaining useful lives of software that is to be re-
placed. When an entity replaces cxisting software with new
software, unamortized costs of the old software should be ex-
pensed when the new software is ready for its intended use.

G. See paragraph 62 of this SOF for meaning of “probable.”
7. See paragraph 62 of this SOP for meaning of “probable.”

m
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Capitalizable Costs

31. Costs of computer software developed or obtained for

internal use that should be capitalized include only the
following:

a. External direct costs of materials and services con-
sumed in developing or obtaining internal-use com-
puter software (Examples of those costs include but
are not limited to fees paid to third parties for services
provided to develop the software during the applica-
tion development stage, costs incurred to obtain com-
puter software from third parties, and travel expenses
incurred by employees in their duties directly associ-
ated with developing software.)

b. Payroll and payroll-related costs (for example, costs
of employee benefits) for employees who are directly
associated with and who devote time to the intermal-use
computer software project, to the extent of the time
spent directly on the project (Examples of employee
activities include but are not limited to coding and
testing during the application development stage.}

c. Interest costs incurred while developing internal-use
computer software (Interest should be capitalized in
accordance with the provisions of FASB Statement
No. 34, Capitalization of Interest Cost.)®

General and administrative costs and overhead costs
should not be capitalized as costs of internal-use software.

32. Entities often license internal-use software from third par-
ties. Though FASB Statement No. 13, Accounting for
Leases, excludes licensing agreements from its scope, enti-
ties should analogize to that Statement when determining
the asset acquired in a software licensing arrangement.

8. Paragraph 17 of FASB Statement No. 34, Capitalization of Interest Cost, states, “If the
enterprise suspends substantally all activities related 1o acquisition of the asset, inter-
est capitalization shall cease until activities are resumed ”
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Mulfiple-Element Software Arrangements
Included in Purchase Price

33. Entities may purchase internal-use computer software
from a third party. In some cases, the purchase price in-
cludes multiple elements, such as training for the software,
maintenance fees for routine maintenance work to be per-
formed by the third party, data conversion costs, reengincer-
ing costs, and rights to future upgrades and enhancements.
Entities should allocate the cost among all individual ele-
ments. The allocation should be based on objective evi-
dence of fair value of the elements in the contract, not
necessarily separate prices stated within the contract for
each element. Those elements included in the scope of
this SOP should be accounted for in accordance with the
provisions of this SOP.

lmpairment

34.” Impairment should be recognized and measured in accor-
dance with the provisions of FASB Statement No. 121, Ac-
counting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of. Paragraph 8 of FASB
Statemnent No. 121 requires that assets should be grouped at
the lowest level for which there are identifiable cash flows
that are largely independent of the cash flows of other groups
of assets. FASB Statement No. 121 guidance is applicable,
for example, when one of the following occurs related to
computer software being developed or currently in use.

a. Internal-use computer software is not expected to
provide substantive service potential.

b. Asignificant change occurs in the extent or manner in
which the software is used or is expected to be used.

c. A significant change is made or will be made 1o the
software program.

d. Costs of developing or modifying internal-use com-
puter software significantly excecd the amount origi-
nally expected to develop or modify the software.

35. Paragraph 10 of FASB Statement No. 121 requires that “if
the asset is not expected to provide any service potential to
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the entity, the asset shall be accounted for as if abandoned
or held for disposal in accordance with the provisions of
paragraph 15 of [FASB Statement No. 121].” When it is no
longer probable® that computer software being developed
will be completed and placed in service, the asset should be
reported at the lower of the carrying amount or fair value,
if any, less costs to sell. The rebuttable presumption is that
such uncompleted software has a fair value of zero.

Indications that the software may no longer be expected to
be completed and placed in service include the following:

a. A lack of expenditures budgeted or incurred for the
project

b. Programming difficulties that cannot be resolved on
a timely basis

¢. Significant cost overruns

d. Information has been obtained indicating that the
costs of internally developed software will signifi-
cantly exceed the cost of comparable third-party
software or software products, so that management
intends to obtain the third-party software or software
products instead of completing the internally devel-
oped software

e. Technologies are introduced in the marketplace, so
that management intends to obtain the third-party
software or software products instead of completing
the internally developed software

f. Business segment or unit to which the software relates
is unprofitable or has been or will be discontinued

Amortization

36. The costs of computer software developed or obtained for
internal use should be amortized on a straight-line basis
unless another systematic and rational basis is more repre-
sentative of the software’s use.

9. See paragraph 62 of this SOP for meaning of “probable.”
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37. Iun determining and periodically reassessing the estimated
useful life over which the costs incurred for internal-use
computer software will be amortized, cntities should con-
sider the effects of obsolescence, technology, competition,
and other economic factors. Entities should consider rapid
changes that may be occurring in the development of soft-
ware products, software operating systems, or computer
hardware and whether management intends to replace any
technologically inferior software or hardware. Given the
history of rapid changes in technology, software often has
had a relatively short useful life.

38. Foreach module or component of a software project, amor-
tization should begin when the computer software is ready
for its intended use, regardiess of whether the software will
be placed in service in planned stages that may extend be-
yond a reporting pcriod. For purposes of this SOP, com-
puter software is ready for its intended use after all
substantial testing is completed. If the functionality of a
module is entirely dependent on the completion of other
modules, amortization of that module should begin when
both that module and the other modules upon which it is
functionally dependent are ready for their intended use.

Internal-Use Computer Software Marketed

39. I, after the development of internal-use software is com-
pleted, an entity decides to market the software, proceeds
reccived from the license of the computer software, net of
direct incremental costs of marketing, such as commis-
sions, software reproduction costs, warranty and service
obligations, and installation costs, should be applied
against the carrving amount of that software. No profit
should be recognized until aggregate nct proceeds from li-
censes and amortization have reduced the carrying
amount of the softwarc to zero. Subsequent procecds
should be recognized in revenue as earned.

40. If, during the development of internal-use software, an en-
tity decides 1o market the software to others, the entity
should follow FASB Statement No. 86. Amounts previously
capitalized under this SOP should be evaluated at each bal-
ance sheet date in accordance with paragraph 10 of FASB
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Statement No. 86. Capitalized software costs should be
amortized in accordance with paragraph 8 of FASB State-
ment No. 86. A pattern of deciding to market internal-use
software during its development creates a rebuttable pre-
sumption that any software developed by that entity is in-
tended for sale, lease, or other marketing, and thus is
subject to the guidance in FASB Statement No. 86.

Disclosures

41.  This SOP does not require any new disclosures; disclosure
should be made in accordance with existing authoritative
literature, including Accounting Principles Board (APB)
Opinion No. 12, Disclosure of Depreciable Assets and De-
preciation; APB Opinion No. 22, Disclosure of Accounting
Policies (for example, amortization methods); FASB State-
ment Nos. 2 and 121; and SOP 94-6, Disclosure of Certain
Significant Risks and Uncertainties.

Effective Date and Transition

42. This SOP is effective for financial statements for fiscal
years beginning after December 15, 1998, and should be
applied to internal-use computer software costs incurred in
those fiscal years for all projects, including those projects
in progress upon initial application of this SOP. Eariier ap-
plication is encouraged in fisCal years for which annual fi-
nancial statements have not been issued.

43. Costs incurred prior to initial application of this SOP,
whether capitalized or not, should not be adjusted to the
amounts that would have been capitalized had this SOP
been in effect when those costs were incurred. However, the
provisiors of this SOP concerning amortization and impair-
ment should be applied to any unamortized costs capital-
ized prior to initial application of this SOP that continue to
be reported as assets after the effective date. In accordance
with paragraph 33 of APB Opinion No. 20, Accounting
Changes, the effect on income before exiraordinary items,
net income, and related per share amounts of the currvent
period should be disclosed for the change in accounting.
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44. Initial application of this SOP should be as of the beginning
of the fiscal year in which the SOP is first adopted (that is,
if the SOP is adopted prior to the effcctive date and during
an interim period other than the first interim period, all
prior interim periods of that fiscal year should be restated).

The provisions of this Statement need not be
applicd to immaterial items.

Basis for Conclusions

Characteristics of Internal-Use Computer Software

45. AcSEC recognizes that entities may develop computer soft-
ware for internal use and also plan to sell, lcase, or other-
wise market the software to recover some costs. AcSEC
believes that the presence of a substantive plan to market
software externally before or during softwarc development
indicates an intent to sell, lease, or otherwise market soft-
ware, which requires accounting prescribed by FASB State-
ment No. 86. AcSEC believes that it is impractical to

allocate costs between internal-use softwarc and software
to be marketed.

44. AcSEC considered whether one of the characteristics of in-
ternal-use computer software shoyld be that during the
software’s development, no substantive plan or intent to
market the software externally exists. AcSEC decided that
it could not provide operational guidance to help entities
define intent. For example, many entities will consider op-
portunities to recover some of the software development
costs through subsequent sales of the product. AcSEC be-
lieves that it cannot provide guidance to distinguish be-
tween 2 true intent to market software and routine
inquiries and studies about the possibility of recovering
some COsts.

47. Because FASB Statement No. 86 does not define “part of a
product or process,” many entities have difficulty deter-
mining whether computer software is for internal usc and
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48,

49.

subjeét to the SOP or “part of a product or process” and
subject to the accounting prescribed by FASB Statement
No. 86. A FASB staff article (which Statement on Auditing
Standards No. 69, The Meaning of Present Fairly in Accor-
dance With Generally Accepted Accounting Principles in
the Independent Auditor’s Report, subordinates to an SOP)
Computer Software: Guidance on Applying Statement No.
86 that appeared in a 1986 FASB Status Report attempted
to clarify that term as follows: “Indications that the soft-
ware in question falls under the Statement’s scope include
the dependence of the company on the software to provide
the service. In other words, could the company earn rev-
enue from providing the service without the software?
Would the service be as timely or accurate without the soft-
ware? If the answer to any of these questions is no, that
may indicate that the software is part of a product or
process and is included in the scope of Statement No. 86.”

In this SOP, AcSEC provides what it believes to be opera-
tional guidance that will help entities determine if com-
puter software is for internal use. AcSEC believes that the
distinction can be based on what the customer is buying.
If the customer is acquiring the software or the future
right to use it, the costs of that software are accounted for
in accordance with the provisions of FASB Statement No.
86. However, if the software is used by the vendor in pro-
duction of the product or in providing the service but the
customer does not acquire the software or the future right
to use it, the software is for internal use. The Appendix
provides examples of when computer software is and is
not for internal use.

AcSEC believes that the guidance in this SOP should be ap-
plied at the component or module level. One computer
software project may result in several different working
modules, which with appropriate software interfaces can
be used independently of other modules. AcSEC analo-
gized to an entity that constructs a building complex.
Though several buildings are ultimately constructed, each
building is an asset and may function without the others.

<F
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Research and bevelopMent

50. Some respondents to the exposure draft believe that the
costs of computer software developed or obtained for inter-
nal usc should be charged to expense when incurred as re-
search and development until technological feasibility has
been established for the software. They believe that, like
the costs of computer software to be sold, leased, or other-
wisc marketed, the costs of internal-use computer software
are within the scope of paragraph 9(i) of FASB Statcment
No. 2, which states that “engincering activity required to
advance the design of a product to the point that it meets
specific functional and economic requirements and is
ready for manufacture,” and thercfore those costs should
be included within research and development.

S1. AcSEC considered whether this SOP should require enti-
ties to meet some tcchnological feasibility threshold before
they could capitalize costs of internal-use computer soft-

"ware. AcSEC decided and most respondents to the expo-
surc draft agreed that tcchnological feasibility should not
apply to this SOP. AcSEC reasoned that the technological
feasibility criteria applied in FASB Statement No. 86 to
software that is sold, leased, or otherwisc marketed werc
appropriate to an inventory model. That inventory model
includes an implicit marketability test, a notion that is not
applicable to this SOF. -

S2. FASB Interpretation No. 6 states that the costs of computer
software that is developed or obtained for use in an cntity’s
selling and administrative activities arc not rescarch and
devclopment costs. In addition, it states that, “costs incurred
to purchase or lease computer software developed by others
are not rescarch and development costs under FASB Statc-
rment No. 2 unless the software is for use in rescarch and de-
velopment activities.” Further, FASB interpretation No. 6
states, “costs incurred by an cnterprise in developing com-
puter software internally for use in its rescarch and develop-
ment activities are rescarch and development costs . . ., "
regardless of whether the software has altemative future uses.

53. AcSEC also considercd the guidance of paragraphs 9(h)
and 10(h) of FASB Statement No. 2 to determine whether
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4.

53.

36.

other costs of internal-use software are excluded from re-
search and development. Paragraph 10(h) of FASB Statement
No. 2 states that “activity, including design and construction
engineering, related to the construction, relocation, re-
arrangement, or start-up of facilities or equipment other than
(1) pilot plants and (2) facilities or equipment whose sole use
is for a particular research and development project” are ex-
cluded from research and development.

Because of the guidance in FASB Statement No. 2 and
FASB Interpretation No. 6, AcSEC concluded that not all
internal-use software costs are research and development
costs (see paragraph 52). However, AcSEC evaluated the
process of developing internal-use software within the
context of FASB Statement No. 2 because that statement
is either directly relevant or is a reasonable basis for de-
termining which costs of internal-use software develop-
ment activities should be expensed. Consistent with FASR
Statement No. 2, AcSEC did not specify the income state-
ment classifications of expensed internal-use software de-
velopment costs.

Paragraphs 9(c) and 9(d), respectively, of FASB Statement
No. 2 include “conceptual formulation and design of possi-
ble product or process alternatives” and “testing in search
for or evaluation of product or process alternatives” as exam-
ples of activities that are resegrch and development and
therefore are expensed as incurred. AcSEC believes para-
graphs 9(c) and 9(d) are relevant to the process of developing
internal-use computer software. AcSEC believes that as
part of these activities an entity will determine whether the
needed technology exists. If the technology does not exist,
then research and development-type activities have not yet
been completed, and therefore those costs should be ex-
pensed as incurred.

AcSEC also believes that development risks associated
with creating internal-use computer software are concep-
tually no different from development risks associated with
creating other assets such as high-tech automated plants.
Entities, at the start of both kinds of projects, often expect
that existing technology will allow the entity 1o complete
projects that will provide future benefits.
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Capitalize or‘Expense'

57.  About two-thirds of the respondents to the exposure draft
believe that the internal and external costs of computer
software developed or obtained for internal use should be
reported as assets. However, certain representatives of the
financial statement user community oppose capitalization
of internal costs incurred to develop or obtain internal-use
software.

58. Those users and some others opposc the cxposure drafts
provisions for capitalization because they believe that the
benefits of capitalizing internal costs arc limited. They be-
lieve that capitalized internal costs related to developing or
obtaining internal-use software are often unrelated to the
software’s actual value and that such capitalized costs are
often irrclevant in the investment and credit evaluation
process. In addition, some who oppose the cxposure draft
believe that external costs of developing or obtaining inter-
nal-use software are a more rcliable measurc of the soft-
ware asset than intcrnal costs.

39. Some respondents to the exposure draft believe that costs
of computer software developed or obtained for internal
use should be expensed as incurred. They believe that such
costs should not be capitalized because they do not result
in demonstrable probable future economic benefits. They
believe that capitalization would fesult in assets that have
arbitrary amortization periods. They cite paragraph 148 of
FASB Concepts Statcment No. 6, Elements of Financiul
Statements, which states that some “costs are also recog-
nized as expenses in the period in which they arc incurred
because the period to which they otherwise relate is inde-
terminable or not worth the effort to determine.”

60. Some rcespondents to the exposure draft believe that capi-
talizing the costs of computer softwarc developed or ob-
tained for internal use {requently results in a subsequent
writeoff of those costs when they are eventually deter-
mined to not be recoverable. Thus, they Lelieve that read-
ers of financial statements can be misled by the initial
capitalization and subsequent writeoff of those costs.
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61.

62.

63.

64.

AcSEC considered all of these views. AcSEC believes that
entities develop or obtain internal-use computer software
often for the same end-purposes that they develop or ob-
tain other assets. Examples are to reduce costs, operate
more efficiently, improve internal controls, service cus-
tomers better, and gain competitive advantages.

Paragraph 25 in FASB Concepts Statement No. 6 defines
assets as “probable future economic benefits obtained or
controlled by a particular entity as a result of past transac-
tions or events.” Footnote 18 to FASB Concepts Statement
No. 6 states that “probable is used with its general mean-
ing, rather than in a specific accounting or technical sense,
... and refers to that which can reasonably be expected or
believed on the basis of available evidence or logic but is
neither certain nor proved . . . . " Paragraph 26 states: “An
asset has three essential characteristics: (a) it embodies a
probable future benefit that involves a capacity, singly or in
combination with other assets, to contribute directly or in-
directly to future net cash inflows, (b) a particular entity
can obtain the benefit and control others’ access to it, and
(c) the transaction or other event giving rise to the entity’s
right to or control of the benefit has already occurred.”

Paragraph 63 in FASB Concepts Statement No. S, Recogni-
tion and Measurement in Financial Statements of Busi-
ness Enterprises, sets forth the foliowing criteria that should
be met to recognize an item in the financial statements:

¢« Definitions—The item meets the definition of an ele-
ment of financial statements.

¢ Measurability—It has a relevant attribute measur-
able with sufficient reliability.

* Relevance—The information about it is capable of
making a difference in user decisions.

« Reliability—The information is representationally
faithful, verifiable, and neutral.

Some proponents of capitalization of internal-use software
observe that paragraph 24 of APB Opinion 17, Intangible
Assets, requires that entities capitalize acquired intangible
assets. Paragraph 24 also states that “costs_of developing,
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maintaining, or restoring intangible assets which are not
specifically identifiable, have indeterminate lives, or are in-
herent in a continuing business and related to an enter-
prise as a whole—such as goodwill-—should be deducted
from income when incurred.” AcSEC believes that the
costs of computer software developed or obtained for inter- e
nal use are specifically identifiable, have determinate lives,
relate to probable future economic benefits (FASB Con-
cepts Statement No. 6), and meet the recognition criteria
of definitions, measurability, relevance, and reliability
(FASB Concepts Statement No. 5).

65.  AcSEC decided that it was not necessary to characterize
computer software as either intangible assets or tangible

assets when similar characterizations have not been made
for most other assets.

66. One of the characteristics of an asset in FASB Concepts
Statement No. 6 is that it must contribute directly or indi-
rectly to future net cash inflows, thus providing probable
future economic benefits. AcSEC recognizes that the spe-
cific futurc-economic benefits related to the costs of com-
puter software will sometimes be difficult to identify.
However, AcSEC believes that this is afso true for some
other assets. For example, computer hardware or furniture
used in back-office operations are indirectly related to fu-
ture benefits. Likewise, corporate office facilities do not re-
sult in identifiable future benefits, but the facilities do
support the operations of the company.

67. AcSEC aiso recognizes that costs of computer software de-
veloped or obtained for internal use reported as assets may
be subsequently written-off due to lack of adequate funding
or lack of management’s continued commitment to a pro-
ject. However, AcSEC believes similar changes in direction v’
also occur for long-lived-asset projects. Regardless, AcSEC
has established guidance to determine when capitalization

should cease and when impairment should be recognized
and measured.

68. Preliminary Project Stage. AcSEC belicves that activities
performced during the preliminary projcet stage of develop-
ment for intecrnal-use software are analogous to research

Schedule 10-26




69.

70.

71.

72.

73.

and development activities, and costs incurred during this
stage should be expensed as they are incurred.

Application Development Stage. AcSEC believes that
software development activities performed during the ap-
plication development stage create probable future eco-
nomic benefits. Therefore, software development costs
incurred during this stage should be capitalized.

AcSEC believes that paragraph 24 of APB Opinion No. 17
applies to the costs of data conversion. Therefore, AcSEC
believes that data conversion costs, as discussed in para-
graph 22, should be expensed as they are incurred. How-
ever, AcSEC also believes that computer software developed
or obtained for old and new systems interface is internal-
use software that is subject to the guidance in this SOP.

Post-Implementation /Operation Stage. AcSEC believes
that training costs are not software development costs and
should be expensed as they are incurred because entities do
not control the continued employment of the trained em-
ployees, are not able to identify the specific future period
benefitted, and amortization periods would be arbitrary.

A number of respondents to the exposure draft said that
they could not distinguish between internal costs of main-
tenance and upgrades/enhancements; many of those re-
spondents requested further guidance from AcSEC. AcSEC
decided that it could not provide examples that would ade-
quately distinguish between ail possible activities related to
maintenance and upgrades/enhancements. As a result,
AcSEC concluded that entities that cannot separate inter-
nal costs on a reasonably cost-effective basis between
maintenance and relatively minor upgrades and enhance-
ments should expense such costs as incurred.

AcSEC acknowledges that SOP 97-2, Software Revenue
Recognition, defines an upgrade and enhancement, in part,
as an extension of useful life. AcSEC concluded that, from
the perspective of the user of the software, solely extending
the software’s useful life without adding additional function-
ality is a maintenance activity rather than an activity for
which the costs should be capitalized. Accordingly, AcSEC’s
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criteria for determining capitalizable upgrades and en-
hancements focus on providing additional functionality.

74. AcSEC believes and most respondents to the exposure
draft agree that entities should not have the option to ex-
pense or capitalize costs of computer software developed
or obtained for internal use as those costs are incurred. .
FASR Concepts Statement No. 2, Qualitative Characteris-
tics of Accounting Information, states the following:

Comparability between enterprises and consistency in
the application of methods over time increases the
informational value of comparisons of relative economic
opportunities or performance. The significance of infor-
mation, especially quantitative information, depeads to a
great extent on the user's ability to relate it to some
benchmark.

75. Capitalization should begin when (a) the preliminary pro-
ject stage is completed and (b) management, with the rele-
“vant authority, implicitly or explicitly authorizes and
commits to funding a computer software project and it is
probable that the project will be completed and the soft-
ware will be used to perform the function intended. Capi-
talization should cease when it is no longer probable that
the computer software project will be completed and
placed in service. Capitalization should cease né later than
the point at which a computer software project is substan-
tially complete and ready for its intended use. Probable
does not require absolute certainty. Probable is used in the
same context as it is in FASB Concepts Statement No. 6,
which states that “probable is used with its general mean-
ing, rather than in a specific accounting or technical sense,
.. . and refers to that which can reasonably be expected or

believed on the basis of available evidence or logic but is
neither certain nor proved .. .. "

76. AcSEC used paragraph 18 of FASB Statement No. 34 as a
basis for concluding that capitalization should cease no
later than the point at which a computer software project is
substantially complete and ready for its intended use.

77. AcSEC considered whether it should provide guidance to limit
the amount of costs that could be capitalized to the amount an
entity would spend to purchase a viable alternative software

m
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product from a third party. AcSEC concluded that it could
not provide practicable guidance other than the ability to
recover the capitalized costs as discussed in FASB State-
ment No. 121. AcSEC believes that many entities will not
be able to identify a third-party software product that is
comparable to the entity’s internal-use software. In addi-
tion, AcSEC believes that many entities would incur undue

costs in trying to determine what is a viable alternative
software produect.

78. AcSEC believes that it would be desirable for the costs of
internally developed computer software {(whether devel-
oped by employees or per diem independent contractors)
that are capitalized to be accounted for no differently than
the capitalized costs of purchased software (whether the
software is obtained retail or developed by outside consul-
tants for a flat fee or price). AcSEC acknowledges, however,
that certain costs of internally developed software will be
expensed as research and development whereas a portion
of the research and development costs incurred by a third
party will be capitalized by the purchasing entity because
the third party’s research and development costs are implic-
itly part of the acquisition price of the software. AcSEC noted
that similar differences exist -elsewhere; for example, the
costs of acquiring a patent are usually capitalized and the
costs of developing a patent are usually.expensed as incurred.

79. AcSEC believes that users of financial information will find
the results of this SOP useful. AcSEC believes that the
marketplace inherently considers the technological capa-
bilities, including software, of many entities when it estab-
lishes market values. This SOP provides a reasonable
methodology to record the costs of internal-use software.
In addition, AcSEC believes that the disclosures required

by existing authoritative literature are sufficient to help
users make informed decisions.

Capitalizable Costs

80. AcSEC used SOP 93-7, Reporting on Adwertising Costs, and
FASB Statement No. 91, Accounting for Nonrefundable
Fees and Costs Associated with Originating or Acquiring
Loans and Initial Direct Costs of Leases, as a basis {or
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determining the kinds of costs of computer software devel-
oped or obtained for internal use that should be included in

. amounts reported as assets. AcSEC recognizes that the
costs of some activities, such as allocated overhead, may be
part of the overall cost of assets, but it excluded such costs
because it believes that, as a practical matter, costs of ac-
cumulating and assigning overhead to softwarc projects
would generally exceed the benefits that would be derived
from a “full costing” accounting approach. AcSEC consid-
cred that costing systems for inventory and plant construc-
tion activities, while sometimes complex, were necessary
costs given the routine activities that such systems sup-
port. Overhead costs associated with a particular internal-
use software development project could be even more
complex to measurc than production overhead and, as
they most often represent an allocation among capitaliz-
able and expensed functions, may not be sufficiently reli-
able. Moreover, certain users commented that they believe

- that overhead costs had little relationship to the value of
software. In light of such apparently high costs, modest
benefits, and the view of some users that such costs should
be expensed, AcSEC chose to analogize to advertising costs
and FASB Statement No. 91 and to require such costs to be
expensed as incurred.

Multiple-Element Software Arrarigements
Included in Purchase Price

81. This SOP requires that, when a software arrangement in-
cludes multiple elements, entities should estimate the fair
value of those multiple elements and exclude the fair valuc
of the appropriate elements from the capitalized cost of the
software. This approach is consistent with the treatment of
executory costs that are included in a lease payment to a
lessor, but which are not specified in the lease agreement.
Paragraph 10 of FASB Statcment No. 13, Accounting for
Leases, requires the lessee to make an estimate of the ex-
ecutory costs and exclude that amount from the minimum
lease payments. The treatment of the costs of the multiple
elements specified here is consistent with those provisions.
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82.

83.

In addition, AcSEC believes that the guidance related to
recognizing combined maintenance and unspecified up-
grade/enhancement fees over the contract period is consis-
tent with paragraph 3 in FASB Technical Bulletin No. 90-1,

Accounting for Separately Priced Extended Warranty and
Product Maintenance Contracts.

The SOP requires that entities allocate costs based on relative
fair values. AcSEC decided that the SOP should be consis-
tent with SOP 97-2, Software Revenue Recognition, though
vendor-specific information is not as relevant to this SOP.

Impairment

84.

86.

87.

AcSEC considered whether there were any alternatives to
following FASB Statement No. 121 for impairment of inter-
nal-use computer software. AcSEC concluded that inter-

nal-use computer software is a long-lived asset covered by
FASB Statement No. 121.

Paragraphs 7, 8, 10, and 15 of FASB Statement No. 121 are
the basis for the guidance in this SOP on accounting for in-
ternal-use computer software that is not expected to pro-
vide substantive future service potential to an entity.

AcSEC concluded that when it is no longer probable that
computer software being developed will be completed and
placed in service, the asset should be reported at the lower
of carrying amount or fair value, if any, less costs to sell, in
accordance with FASB Statement No. 121. AcSEC believes
that uncompleted internal-use computer software is not
likely to have any fair value (measured in accordance with
paragraph 7 of FASB Statement No. 121).

A number of respondents to the exposure draft requested
that AcSEC provide more guidance and/or examples of how
to recognize and measure impairment of internal-use com-
puter software. AcSEC concluded that there are broader
implications to this request and that if further guidance

on impairment is to be provided, it should be provided by
the FASB.
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Amortization

88. AcSEC used Accounting Rescarch Bulletin No. 43, Restate-
ment and Revision of Accounting Research Bulletins,
chapter 9, section C, and APB Opinion 17 as a basis for its
conclusions on amortization. AcSEC decided not to specify
a maximum amortization pcriod becausce each entity'is
better able to determine an appropriate useful life.

Internal-Use Computer Software Marketed

89. The SOP requires that entities use the cost recovery
method of accounting for internal-use computer software
subsequently marketed. AcSEC belicves that this method
will provide a reasonable reporting outcome for instances
in which enterprises find that internally developed soft-
ware can meet a market demand.

Disclosures

90. In the spirit of minimizing less relevant disclosures, AcSEC
decided not to include any new disclosurcs in the exposure
draft (though entitics are required to follow disclosure re-
quirements set forth in existing authoritative literaturc).
AcSEC continues to believe that existing authoritative lit-
erature requires adequate disclosures to help meet finan-
cial statement user needs.

'

Effective Date and Transition

91. AcSEC bclieves that the transition guidance in the SOP
should be comparable to that econtained in FASB State-
mcent No. 86. Some enterpriscs that develop or purchase
software for internal use currently expense those costs as
incurred. AcSEC believes that the costs of developing the
information that would be necessary to determine the
amounts that would be capitalized if this SOP were to be
applied retroactively would ¢xceed the benefits retroac-
tive application might offer and that such a retroactive de-
termination should not be made. However, AcSEC decided
to permit but not requirce application in financial state-
ments for a fiscal ycar for which annual financial state-
ments have not been issued. AcSEC further concluded
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that costs capitalized before the application of this SOP
should be subject to the impairment and amortization pro-
visions in this SOP, but should not otherwise be adjusted to
an amount that would have been capitalized had this SOP
been applied. Amortization and impairment of previously
capitalized costs in accordance with the provisions of this
SOP should result in an acceptable level of comparability
and understandability.

AcSEC considered whether it should provide materiality
thresholds to determine when an entity should follow the
guidance in this SOP. AcSEC decided not to do so be-
cause it believes an entity can best determine the mate-
riality of internal-use computer software costs in its
individual circumstances.




APPENDIX
Examples

Examples Illustrating When Computer
Software Is for Internal Use

1. A manufacturing entity purchases robots and customizes
the software that the robots use to function. The robots are
used in a manufacturing process that results in finished goods.

2. An entity develops software that helps it improve its cash man-
agement, which may allow the entity to earn more revenue.

3. An entity purchases or develops software to process pay-
roll, accounts payable, and accounts receivable.

4. An entity purchases software related to the installation of an
online system used to keep membership data.

S. A travel agency purchases a software system to price vaca-
tion packages and obtain airfares.

6. A bank develops software that allows a customer to with-
draw cash, inquire about balances, make loan payments,
and execute wire transfers.

7. A mortgage loan servicing entity develops or purchases
computer software to enhance the speed of services pro-
vided to customers.

8. A telecommunications company develops software to run its
switches that are necessary for various telephone services
such as voice mail and call forwarding.

9. An entity is in the process of developing an accounts re-
ceivable system. The software specifications meet the
company’s internal needs and the company did not have
a marketing plan before or during the development of
the software. [n addition, the company has not sold any
of its internal-use software in the past. Two vears after
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completion of the project, the company decided to market
the product to recoup some or all of its costs.

10. A broker-dealer cntity develops a software database and

charges for financial information distributed through the
databasc.

11.  An cntity develops software to be used to crcate compo-
nents of music vidcos (for example, the software used to
blend and change the faces of models in music videos). The
entity then sells the final music videos, which do not con-
tain the software, to another entity.

12. An éntity purchases software to computerize a manual cat-
alog and then sells the manual catalog to the public.

13. A law firm develops an intranet research tool that allows
firm members to locate and search the firm’s databases for
information relevant to their cases. The system provides

. users with the ability to print cases, search for related top-
ics, and annotate their personal copies of the database.

Examples illustrating When Computer
Software is Nof for Internal Use

14. An entity sells softwarc required to operate its products,
such as robots, electronic game systems, video cassette

recorders, automobiles, voice-mail systems, satellites, and
cash registers.

15. A pharmaceuntical company buys machines and writes all
of the software that allows the machines to function. The
pharmaceutical company then sells the machines, which

help control the dispensation of medication to patients and
help control inventory, to hospitals.

16. A semiconductor entity develops software embedded in a
microcomputer chip used in automobile electronic systems.

17. An entity purchases software to computerize a manual cat-

alog and then sells the computer version and the related
software to the public.

18. A software company develops an operating system for sale and
for internal use. Though the specifications of the software
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20.

21.

meet the company’s internal needs, the company had a
marketing plan before the project was complete. In addi-
tion, the company has a history of selling software that it
also uses internally and the plan has a reasonable possibil-
ity of being implemented.

An entity is developing software for a point-of-sale system.
The system is for internal use; however, a marketing plan is
being developed concurrently with the software development.
The plan has a reasonable possibility of being implemented.

A telecommunications entity purchases computer software
to be used in research and development activities.

An entity incurs costs to develop computer software for an-
other entity under a contract with that other entity.
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HC 1n its entirety




